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DQG %ODFN 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 LV WKDW LQYHVWRUV DUH SHUIHFWO\ LQIRUPHG DERXW VHFXULW\ UHWXUQV 7KH SDVW WZR
GHFDGHV KDYH ZLWQHVVHG D SUROLIHUDWLRQ RI UHVHDUFK H[SORULQJ WKH FRQVHTXHQFHV RI UHOD[LQJ WKLV DV
VXPSWLRQ (DUO\ ZRUN IRFXVHG RQ WKH VWUDWHJLF HmHFWV RI DV\PPHWULF LQIRUPDWLRQ RQ LQYHVWRU EHKDYLRU
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HJ 0HUWRQ 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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-RQHV DQG 6OH]DN  7KHVH PRGHOV VKRZ WKDW XQGHU UDWLRQDO H[SHFWDWLRQV VHFXULWLHV ZKRVH
LQIRUPDWLRQ LV DYDLODEOH WR D OLPLWHG VHW RI LQYHVWRUV RmHU JUHDWHU H[SHFWHG UHWXUQV WKDQ WKRVH ZLWK
ZLGHO\ GLVSHUVHG LQIRUPDWLRQ %HFDXVH LQYHVWRUV DYRLG VHFXULWLHV LQ ZKLFK WKH\ IDFH LQIRUPDWLRQDO
GLVDGYDQWDJHV GXH WR DGYHUVH VHOHFWLRQ ULVN D SUHPLXP LV UHTXLUHG IRU VXFK nUPV LQ HTXLOLEULXP
&RQVHTXHQWO\ LQIRUPHG LQYHVWRUV DVVXPH DERYHDYHUDJH RZQHUVKLS VKDUHV LQ VXFK VHFXULWLHV DQG LQ
GRLQJ VR HDUQ DERYHDYHUDJH H[SHFWHG UHWXUQV
7KH GHVFULSWLRQ RI HTXLOLEULXP DVVHW SULFLQJ XQGHU DV\PPHWULF LQIRUPDWLRQ KDV SURYHQ GLpFXOW
WR DVVHVV HPSLULFDOO\ KRZHYHU 7KHRU\ RmHUV OLWWOH JXLGDQFH LQ GLVWLQJXLVKLQJ EHWZHHQ VHFXULWLHV ZLWK
VFDUFH LQIRUPDWLRQ IURP WKRVH ZLWK ZLGHO\DYDLODEOH LQIRUPDWLRQ ,Q DGGLWLRQ WKHRU\ RmHUV QR ZD\
WR LGHQWLI\ LQIRUPHG LQYHVWRUV LQ WKH LQYHVWRU SRSXODWLRQ 3UR[LHV IRU LQIRUPDWLRQ DV\PPHWU\ VXFK
DV PHDVXUHV RI FRQVHQVXV DPRQJ DQDO\VW HDUQLQJV IRUHFDVWV RU ELGDVN VSUHDGV KDYH KDG OLWWOH VXFFHVV
GHVFULELQJ DVVHW UHWXUQV￿ )XUWKHUPRUH WKH H[LVWHQFH RI D VHW RI LQIRUPHG LQYHVWRUV ZKR FRQVLVWHQWO\
RXWSHUIRUP WKH PDUNHW KDV SURYHQ GLpFXOW WR GRFXPHQW 3URIHVVLRQDO PRQH\ PDQDJHUV IRU LQVWDQFH
GR QRW DSSHDU ZHOO LQIRUPHG 0RVW VWXGLHV nQG HYHQ WKHLU SUHH[SHQVH ULVNDGMXVWHG SHUIRUPDQFH WR
EH VLJQLnFDQWO\ EHORZ WKDW RI WKH PDUNHW RU RWKHU SDVVLYH EHQFKPDUNV￿ 6LPLODUO\ LQVLGHUV ZKLOH
SHUKDSV SRVVHVVLQJ D VLJQLnFDQW LQIRUPDWLRQDO DGYDQWDJH UHODWLYH WR WKH PDUNHW DSSHDU OLPLWHG
ERWK OHJDOO\ DQG RWKHUZLVH LQ WKHLU DELOLW\ WR FRQVLVWHQWO\ H[SORLW WKLV DGYDQWDJH 8QGHU FHUWDLQ
FLUFXPVWDQFHV LQVLGHUV KDYH EHHQ VKRZQ WR H[KLELW D GHJUHH RI WLPLQJ DELOLW\￿ EXW WKHUH LV OLWWOH
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￿0HUWRQ ￿￿￿￿￿￿ DQG -RQHV DQG 6OH]DN￿￿￿￿￿￿ DUJXH WKDW FKDUDFWHULVWLFV ZKLFK H[SODLQ FURVV￿VHFWLRQDO YDULDWLRQ LQ
H[SHFWHG UHWXUQV￿ VXFK DV VL]H DQG ERRN￿WR￿PDUNHW HTXLW\￿ PD\ SUR[\ IRU KRZ DV\PPHWULFDOO\￿LQIRUPHG WKH PDUNHW
LV YLV￿t D￿YLV D SDUWLFXODU VHFXULW\￿ 7KLV FODLP ZRXOG nQG FRQVLGHUDEOH VXSSRUW LI D VHW RI LQYHVWRUV ZHUH LGHQWLnHG ZKR
DSSHDUHG EHWWHU￿LQIRUPHG WKDQ WKH PDUNHW￿ DQG ZKR HDUQHG DERYH￿DYHUDJH UHWXUQV LQ WKHLU VHOHFWLRQV RI VPDOO￿ KLJK
ERRN￿WR￿PDUNHW VWRFNV￿
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SRLQWV SHU \HDU RYHU WKH SHULRG ￿￿￿￿ WR ￿￿￿￿￿ &DUKDUW ￿￿￿￿￿￿ DOVR UHSRUWV DQ DYHUDJH DQQXDO ULVN￿DGMXVWHG UHWXUQ RI
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UHWXUQ SHU \HDU RQ WKHLU VDPSOH RI IXQGV IURP ￿￿￿￿ WR ￿￿￿￿￿
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EXW GRHV QRW GRFXPHQW FRQVLVWHQW SHUIRUPDQFH DPRQJ LQVLGHUV￿
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,Q WKLV SDSHU ZH RmHU D XQLTXH PHWKRG IRU GLVWLQJXLVKLQJ LQIRUPHG IURP XQLQIRUPHG LQYHVWRUV
DQG IRU LGHQWLI\LQJ VHFXULWLHV DERXW ZKLFK WKH PDUNHW LV DV\PPHWULFDOO\ LQIRUPHG IURP WKRVH DERXW
ZKLFK LW LV XQLIRUPO\ LQIRUPHG :H DSSHDO WR D QRWLRQ ZLGHO\ DFFHSWHG DPRQJ SUDFWLWLRQHUV \HW
ODUJHO\ LJQRUHG E\ DFDGHPLF nQDQFLDO HFRQRPLVWV ,QYHVWRUV KDYH EHWWHU LQIRUPDWLRQ DERXW QHDUE\
nUPV WKDQ GLVWDQW RQHV￿ ,I JHRJUDSKLF SUR[LPLW\ DQG LQIRUPDWLRQ DUH UHODWHG WKHQ WKLV SUHVHQWV D
FRQVLGHUDEOH RSSRUWXQLW\ IRU LQYHVWLJDWLQJ WKH UROH RI LQIRUPDWLRQ LQ DVVHW SULFLQJ 8VLQJ WKH GLVWDQFH
EHWZHHQ DQ LQYHVWRU DQG DQ LQYHVWPHQW DV D PHDVXUH RI LQIRUPDWLRQ oRZ LQYHVWRUV FDQ EH LGHQWLnHG
DV ?LQIRUPHG ZLWK UHVSHFW WR D JLYHQ VWRFN ZKHQ WKH\ DUH JHRJUDSKLFDOO\ FORVHU WR WKH nUP WKDQ
WKH DYHUDJH LQYHVWRU 6LPLODUO\ VHFXULWLHV KHOG ODUJHO\ E\ DV\PPHWULFDOO\LQIRUPHG LQYHVWRUV FDQ EH
LGHQWLnHG DV WKRVH ZKRVH RZQHUV WHQG WR EH FORVHU LQ SUR[LPLW\ WKDQ WKH DYHUDJH LQYHVWRU
8VLQJ JHRJUDSKLF SUR[LPLW\ DV DQ LQVWUXPHQW IRU WKH TXDOLW\ RI LQYHVWRU LQIRUPDWLRQ ZH H[DPLQH
D YDULHW\ RI LPSOLFDWLRQV RI DV\PPHWULF LQIRUPDWLRQ 2XU VWXG\ IRFXVHV RQ WKH GRPHVWLF HTXLW\
SRVLWLRQV RI D VHW RI 86 PXWXDO IXQG PDQDJHUV RYHU D \HDU SHULRG :H EHJLQ E\ YHULI\LQJ WKDW
JHRJUDSKLF SUR[LPLW\ PHDVXUHV WKH TXDOLW\ RI LQYHVWRU LQIRUPDWLRQ E\ WHVWLQJ ZKHWKHU IXQG ORFDO
KROGLQJV RXWSHUIRUP QRQORFDO KROGLQJV :H nQG WKDW RXU VDPSOH RI PXWXDO IXQG PDQDJHUV H[KLELW
D VWURQJ SUHIHUHQFH IRU JHRJUDSKLFDOO\ ORFDO HTXLWLHV DQG JHQHUDWH VLJQLnFDQW DEQRUPDO UHWXUQV IURP
WKHLU ORFDO WUDGHV 2YHU WKH \HDU SHULRG WKH DYHUDJH PDQDJHU KHOG VWRFNV ZKLFK ZHUH RQ DYHUDJH
 FORVHU WR KHU WKDQ WKH XQLYHUVH RI DYDLODEOH LQYHVWPHQWV DQG HDUQHG KHU DQ DGGLWLRQDO 
DQQXDO UHWXUQ UHODWLYH WR WKH UHVW RI KHU SRUWIROLR $GMXVWLQJ UHWXUQV IRU VL]H ERRNWRPDUNHW HTXLW\
DQG PRPHQWXP UHGXFHV WKH VSUHDG EHWZHHQ ORFDO DQG QRQORFDO LQYHVWPHQWV WR  SHU DQQXP
EXW PDLQWDLQV VXEVWDQWLDO VWDWLVWLFDO VLJQLnFDQFH 0RUHRYHU WKH  DGMXVWHG UHWXUQ LV PRUH WKDQ
WZLFH WKH PDJQLWXGH RI WKH RYHUDOO PXWXDO IXQG XQGHUSHUIRUPDQFH GRFXPHQWHG LQ WKH OLWHUDWXUH
7KH KLJK H[FHVV UHWXUQV RI ORFDO YHUVXV GLVWDQW KROGLQJV LV VWURQJ LQ DOO EXW WKH DJJUHVVLYH JURZWK
IXQGV WKH 86 KROGLQJV RI LQWHUQDWLRQDO IXQGV DQG ODUJHFLW\ IXQGV 0RUHRYHU LQ VXSSRUW RI WKH OLQN
EHWZHHQ SUR[LPLW\ DQG LQIRUPDWLRQ ZH nQG WKHVH UHVXOWV WR EH PRVW SURQRXQFHG DPRQJ IXQGV EDVHG
LQ UHPRWH ORFDWLRQV IXQGV ZLWK ORZ DVVHW YDOXHV DQG FRQFHQWUDWHG KROGLQJV DQG IXQGV ZKLFK IRFXV
RQ VPDOO JURZWK VWRFNV &RQYHUVHO\ ORFDO VWRFNV WKDW DUH LJQRUHG E\ ORFDO IXQG PDQDJHUV SHUIRUP
SRRUO\ VOLJKWO\ XQGHUSHUIRUPLQJ SDVVLYH EHQFKPDUNV E\  EDVLV SRLQWV SHU \HDU DQG ODJJLQJ WKHLU
￿,Q ?)LQGLQJ 5HWXUQV E\ ,QYHVWLQJ &ORVH WR +RPH￿￿ 6DQGUD %ORFN ZULWHV WKDW D QXPEHU RI IXQG PDQDJHUV RI VWDWH
DQG UHJLRQDO IXQGV EHOLHYH WKH\ FDQ REWDLQ DEQRUPDO SHUIRUPDQFH E\ LQYHVWLQJ LQ ?WKHLU RZQ EDFN \DUG￿￿ ZLWK WKH
EHOLHI WKDW ?JHRJUDSK\ JLYHV WKHP D FRPSHWLWLYH DGYDQWDJH￿￿ 6KH TXRWHV &RQUDG +HUUPDQQ￿ PDQDJHU RI )UDQNOLQ
&DOLIRUQLD *URZWK )XQG￿ DV VWDWLQJ￿ ?:H KDYH D XQLTXH DGYDQWDJH RYHU VRPHRQH LQYHVWLQJ IURP RYHU ￿￿￿￿￿ PLOHV DZD\￿
:H UHDG WKH ORFDO QHZVSDSHUV￿ VRFLDOL]H ZLWK SHRSOH WKDW ZRUN IRU WKHVH FRPSDQLHV￿ DQG ZH FDQ JHW D VHQVH IRU KRZ
WKH UHJLRQ￿V GRLQJ￿￿ ￿86$ 7RGD\￿ )HEUXDU\ ￿￿￿ ￿￿￿￿￿￿
ORFDOO\ KHOG FRXQWHUSDUWV E\  SHU \HDU DIWHU DGMXVWLQJ IRU VL]H ERRNWRPDUNHW DQG PRPHQWXP
7KHVH UHVXOWV LQGLFDWH WKDW ORFDO IXQG PDQDJHUV KDYH DQ LQIRUPDWLRQDO DGYDQWDJH LQ ORFDO VWRFNV
1H[W ZH VKLIW WKH IRFXV RI WKH DQDO\VLV IURP WKH IXQG PDQDJHU WR WKH VWRFN SHUVSHFWLYH :H
WHVW ZKHWKHU VWRFNV KHOG E\ DV\PPHWULFDOO\LQIRUPHG LQYHVWRUV SUR[LHG E\ JHRJUDSKLFDOO\ SUR[LPDWH
PXWXDO IXQG PDQDJHUV RXWSHUIRUP WKH PDUNHW 7KHRU\ SUHGLFWV WKDW VWRFNV ZLWK KLJK GHJUHHV RI
LQIRUPHG RZQHUVKLS ZLOO KDYH KLJKHU H[SHFWHG UHWXUQV :H nQG WKDW ORFDO RZQHUVKLS LQ D nUP LV
SRVLWLYHO\ UHODWHG WR DYHUDJH UHWXUQV HYHQ LQ WKH SUHVHQFH RI IDFWRUV NQRZQ WR FDSWXUH D VL]HDEOH
SRUWLRQ RI WKH FURVVVHFWLRQDO YDULDWLRQ LQ DYHUDJH UHWXUQV 7KH VWURQJ H[SODQDWRU\ SRZHU RI ORFDO
RZQHUVKLS LV LPSUHVVLYH^Dn U PZLWK D  KLJKHU ORFDO RZQHUVKLS UDQN RUGHULQJ KDV D  KLJKHU
DYHUDJH UHWXUQ DIWHU FRQWUROOLQJ IRU VL]H ERRNWRPDUNHW HTXLW\ %(0( PRPHQWXP DQG LQGXVWU\
HmHFWV
)LQDOO\ ZH DQDO\]H WKH UHODWLRQ EHWZHHQ IXQG WUDGLQJ DFWLYLW\ DQG JHRJUDSKLF LQYHVWPHQW 7KLV
DQDO\VLV SURYLGHV DQ DGGLWLRQDO WHVW RQ WKH XVHIXOQHVV RI JHRJUDSK\ WR LGHQWLI\ LQIRUPHG WUDGLQJ DQG
RmHUV LQVLJKWV LQWR WKH EHKDYLRU RI LQIRUPHG LQYHVWRUV :H nQG WKDW PXWXDO IXQG PDQDJHUV EX\
DQG VHOO WKH VDPH VHFXULWLHV DV RWKHU PXWXDO IXQGV ?IROORZ WKH KHUG LQ WKHLU GLVWDQW KROGLQJV EXW
?EUHDN DZD\ IURP WKH KHUG LQ WKHLU ORFDO LQYHVWPHQWV $JDLQ WKLV LV FRQVLVWHQW ZLWK PDQDJHUV KDYLQJ
VXSHULRU ORFDO LQIRUPDWLRQ DQG DLGV LQ LGHQWLI\LQJ DQG XQGHUVWDQGLQJ LQIRUPHG LQYHVWRU DFWLYLW\
7KH (FRQRPLF 5ROH RI *HRJUDSK\
7KH VXFFHVV RI WKLV VWXG\ UHVWV RQ WKH TXDOLW\ RI JHRJUDSKLF SUR[LPLW\ DV D PHDVXUH IRU KRZ LQIRUPHG
DQ LQYHVWRU LV DERXW D SRWHQWLDO LQYHVWPHQW :H DUJXH WKDW JHRJUDSKLF SUR[LPLW\ LV LQYHUVHO\ UHODWHG
WR WKH FRVW RI LQIRUPDWLRQ DFTXLVLWLRQ ,QYHVWRUV ORFDWHG QHDU D nUP FDQ YLVLW WKH nUP
V RSHUDWLRQV
WDON WR VXSSOLHUV DQG HPSOR\HHV DV ZHOO DV DVVHVV WKH ORFDO PDUNHW FRQGLWLRQV LQ ZKLFK WKH nUP
RSHUDWHV ,Q DGGLWLRQ WR ORZHULQJ WKH WUDYHO WLPH DQG UHVHDUFK FRVWV DVVRFLDWHG ZLWK REWDLQLQJ VXFK
LQIRUPDWLRQ ORFDO LQYHVWRUV PD\ DOVR KDYH DFFHVV WR SULYDWH LQIRUPDWLRQ )RU LQVWDQFH PXWXDO IXQG
PDQDJHUV DQG ORFDO FRUSRUDWH H[HFXWLYHV PD\ UXQ LQ WKH VDPH FLUFOHV EHORQJ WR WKH VDPH FRXQWU\
FOXE HWF 7KLV SRWHQWLDO DFFHVV WR SULYDWH LQIRUPDWLRQ LV OLNHO\ WR EH VWURQJHVW LQ VPDOOHU UHPRWH
FLWLHV :H nQG HYLGHQFH FRQVLVWHQW ZLWK WKLV
$VLGH IURP RXU RZQ UHVXOWV WKHUH LV D KRVW RI HYLGHQFH GRFXPHQWLQJ WKH HFRQRPLF UROH RI JH
RJUDSK\ /HUQHU  IRU LQVWDQFH nQGV GLVWDQFH WR EH DQ LPSRUWDQW GHWHUPLQDQW RI WKH ERDUG
PHPEHUVKLS RI YHQWXUH FDSLWDOLVWV +H FRQFOXGHV IURP WKLV WKDW WKH RYHUVLJKWPRQLWRULQJ RI OR
FDO nUPV LV OHVV FRVWO\ WKDQ WKDW RI GLVWDQW nUPV $XGUHWVFK DQG )HOGPDQ  DQG $XGUHWVFK
DQG 6WHSKDQ  nQG JHRJUDSK\ WR EH DQ LPSRUWDQW GHWHUPLQDQW RI LQQRYDWLRQ DQG SURGXFWLRQ
/LNHZLVH -DmH 7UDMWHQEHUJ DQG +HQGHUVRQ  /XFDV  DQG .UXJPDQ  DOO nQG DQ
LPSRUWDQW HFRQRPLF UROH IRU JHRJUDSK\
,Q UHODWHG ZRUN WR WKLV VWXG\ ERWK &RYDO DQG 0RVNRZLW] D DQG +XEHUPDQ  nQG
VWURQJ SUHIHUHQFHV IRU JHRJUDSKLFDOO\ ORFDO HTXLWLHV DPRQJ LQYHVWRUV &RYDO DQG 0RVNRZLW] D
H[DPLQH D VHW RI LQVWLWXWLRQDO PRQH\ PDQDJHUV ZKLOH +XEHUPDQ  GRFXPHQWV D ORFDO HTXLW\
SUHIHUHQFH DW WKH KRXVHKROG OHYHO %RWK VWXGLHV UHODWH WKHLU nQGLQJV WR WKH LQWHUQDWLRQDO KRPH ELDV
SX]]OH ^ WKH IDFW WKDW LQYHVWRUV VHYHUHO\ RYHUZHLJKW WKHLU SRUWIROLRV WRZDUG GRPHVWLF DVVHWV￿ &RYDO
DQG 0RVNRZLW] D DUJXH WKDW WKH ORFDO ELDV DPRQJ SURIHVVLRQDO PRQH\ PDQDJHUV LV OLNHO\ GXH
WR LQIRUPDWLRQ DV\PPHWULHV ZKLOH +XEHUPDQ  DUJXHV WKDW WKH SUHIHUHQFH IRU ORFDO LQYHVWPHQW
DPRQJ KRXVHKROGV LV GXH WR D FRJQLWLYH ELDV IRU WKH IDPLOLDU %\ H[DPLQLQJ WKH SHUIRUPDQFH DQG
WUDGLQJ DFWLYLW\ RI ORFDO YHUVXV QRQORFDO LQYHVWRUV ZH VKHG OLJKW RQ WKH YDULRXV H[SODQDWLRQV RI
IHUHG IRU WKLV SKHQRPHQRQ 2XU HYLGHQFH WKDW ORFDO LQYHVWRUV RXWSHUIRUP WKHLU GLVWDQW FRXQWHUSDUWV
VXEVWDQWLDWHV WKH OLQN EHWZHHQ SUR[LPLW\ DQG LQIRUPDWLRQ
7KH UHPDLQGHU RI WKH SDSHU LV RUJDQL]HG DV IROORZV 6HFWLRQ  GHVFULEHV WKH GDWD DQG PHWKRGRORJ\
HPSOR\HG LQ WKH SDSHU 6HFWLRQ  GRFXPHQWV WKH SUHIHUHQFH IRU ORFDO VWRFNV DPRQJ RXU VDPSOH
RI PXWXDO IXQGV DQG DFURVV IXQG W\SHV 6HFWLRQ  H[DPLQHV WKH SHUIRUPDQFH RI ORFDO DQG QRQ
ORFDO LQYHVWPHQWV DFURVV PXWXDO IXQG PDQDJHUV 6HFWLRQ  HPSOR\V JHRJUDSKLF SUR[LPLW\ DV DQ
LQVWUXPHQW IRU LQYHVWRU LQIRUPDWLYHQHVV $JJUHJDWLQJ DFURVV DOO IXQGV ZH FRQGXFW WKH DQDO\VLV IURP
D VWRFN SHUVSHFWLYH DVVHVVLQJ WKH UHODWLRQ EHWZHHQ WKH FURVVVHFWLRQ RI H[SHFWHG UHWXUQV DQG GHJUHH RI
ORFDOLQIRUPHG LQYHVWPHQW LQ D VWRFN 6HFWLRQ  IXUWKHU DQDO\]HV WKH EHKDYLRU RI LQIRUPHG LQYHVWRUV
E\ H[DPLQLQJ IXQG WUDGLQJ DFWLYLW\ LQ UHODWLRQ WR JHRJUDSKLF LQYHVWPHQW 6HFWLRQ  FRQFOXGHV WKH
SDSHU
 'DWD DQG 0HWKRGRORJ\
2XU VDPSOH FRQVLVWV RI PHUJLQJ WKH ,QYHVWPHQW &RPSDQ\ &RPPRQ 6WRFN +ROGLQJV DQG 7UDQVDFWLRQV
WDSHV IURP &'$ ,QYHVWPHQW 7HFKQRORJLHV ,QF ZLWK ODWLWXGH DQG ORQJLWXGH GDWD REWDLQHG IURP *H
RJUDSKLF 1DPHV ,QIRUPDWLRQ 6\VWHP 'LJLWDO *D]HWWHHU *1,6'* SXEOLVKHG E\ WKH 86 *HRORJLFDO
6XUYH\ 7KH &'$ WDSHV OLVW WKH TXDUWHUO\ HTXLW\ KROGLQJV RI YLUWXDOO\ DOO 86 PXWXDO IXQGV IURP
￿)UHQFK DQG 3RWHUED ￿￿￿￿￿￿ GRFXPHQW WKDW 8￿6￿ LQYHVWRUV KROG QHDUO\ ￿￿￿ RI WKHLU ZHDOWK LQ GRPHVWLF VHFXULWLHV￿
YLUWXDOO\ LJQRULQJ LQWHUQDWLRQDO PDUNHWV￿
'HFHPEHU   WR 'HFHPEHU   6LQFH &'$ GRHV QRW UHTXLUH DQ\ PLQLPXP VXUYLYDO SHULRG
IRU LWV LQFOXGHG IXQGV WKLV GDWDEDVH GRHV QRW VXmHU IURP VXUYLYRUVKLS ELDV )XUWKHU GHWDLOV RQ WKH
FRQVWUXFWLRQ RI WKLV GDWDEDVH DQG VXPPDU\ VWDWLVWLFV FDQ EH IRXQG LQ :HUPHUV  :H H[DPLQH
RQO\ WKRVH IXQGV ZLWK DW OHDVW nYH HTXLW\ KROGLQJV DQG WKHQ PDWFK HDFK IXQG ZLWK LWV PDQDJHPHQW
FRPSDQ\ IURP 1HOVRQ
V 'LUHFWRU\ RI ,QYHVWPHQW 0DQDJHUV REWDLQLQJ WKH FRUUHVSRQGLQJ ORFDWLRQ RI
WKH IXQG PDQDJHU FLW\ DQG VWDWH :H DOVR H[FOXGH LQGH[ IXQGV IURP RXU DQDO\VLV LGHQWLnHG E\
1HOVRQ
V 'LUHFWRU\ IRFXVLQJ RQ DFWLYH PDQDJHUV ZKR SUHVXPDEO\ PDNH LQIRUPHG GHFLVLRQV 7KLV
UHGXFHV RXU VDPSOH RI IXQGV IURP  WR  LQ  DQG IURP DSSUR[LPDWHO\  WR  LQ
 8VLQJ WKH *1,6'* GDWDEDVH ZKLFK FRQWDLQV WKH ODWLWXGH DQG ORQJLWXGH RI HYHU\ 86 FLW\ ZH
WUDQVODWH WKH ORFDWLRQ RI HYHU\ IXQG PDQDJHU LQWR ODWLWXGH DQG ORQJLWXGH FRRUGLQDWHV
:H WKHQ PDWFK WKH TXDUWHUO\ GRPHVWLF HTXLW\ KROGLQJV RI PXWXDO IXQGV IURP &'$ ZLWK PRQWKO\
HTXLW\ UHWXUQV IURP WKH &HQWHU IRU 5HVHDUFK LQ 6HFXULWLHV 3ULFHV &563 DW WKH WLPH WKH\ DUH KHOG
,Q DGGLWLRQ ZH REWDLQ WKH ORFDWLRQ RI HDFK VWRFN
V nUP KHDGTXDUWHUV￿ IURP 'LVFORVXUH DQG WUDQVODWH
LW LQWR ODWLWXGH DQG ORQJLWXGH FRRUGLQDWHV YLD WKH *1,6'*
7DEOH  SUHVHQWV GHVFULSWLYH VWDWLVWLFV RI RXU VDPSOH IURP WKHVH IRXU PHUJHG GDWDVHWV )URP
-DQXDU\  WR 'HFHPEHU  RXU VDPSOH RI PXWXDO IXQGV KROG EHWZHHQ  DQG  GLmHUHQW
FRPSDQLHV 7KH DYHUDJH QXPEHU RI IXQGV SHU \HDU LV DERXW  HDFK KROGLQJ DQ DYHUDJH 
PLOOLRQ LQ DVVHWV DQG HTXLWLHV IURP URXJKO\  GLmHUHQW nUPV 2Q DYHUDJH DW OHDVW RQH RI WKHVH
KROGLQJV LV LQ D QHZO\ LVVXHG nUP ,32 ^ GHnQHG DV DQ\ nUP LVVXLQJ HTXLW\ VKDUHV IRU WKH nUVW
WLPH ZLWKLQ WKH SDVW nYH \HDUV DQG WKH DYHUDJH PDUNHW FDSLWDOL]DWLRQ RI WKH VWRFNV EHLQJ KHOG
LV DSSUR[LPDWHO\  PLOOLRQ 7KH DYHUDJH WXUQRYHU RI WKHVH VWRFNV GHnQHG DV QXPEHU RI VKDUHV
ERXJKW RU VROG GLYLGHG E\ QXPEHU RI VKDUHV KHOG LQ WKH SUHYLRXV TXDUWHU IRU HDFK VWRFN DYHUDJHG
RYHU DOO VWRFNV KHOG E\ DOO IXQGV LV DERXW  )LQDOO\ WKH DYHUDJH DJH RI RXU IXQGV LV  TXDUWHUV
RU DOPRVW  \HDUV
:H DOVR UHSRUW VXPPDU\ VWDWLVWLFV IRU WZR VXEVDPSOHV -DQXDU\  WR 'HFHPEHU  DQG
-DQXDU\  WR 'HFHPEHU  1RW VXUSULVLQJO\ WKH QXPEHU RI IXQGV WRWDO DVVHW YDOXH DYHUDJH
QXPEHU RI KROGLQJV DJH DQG DYHUDJH VWRFN VL]H LQFUHDVH LQ WKH VHFRQG KDOI RI WKH VDPSOH ,Q DGGLWLRQ
VLQFH PDQ\ IXQG PDQDJHUV DQG LQYHVWPHQW nUPV DUH ORFDWHG LQ 1HZ <RUN FLW\ ZH UHSRUW VXPPDU\
VWDWLVWLFV IRU DOO IXQGV ORFDWHG RXWVLGH RI 1HZ <RUN FLW\ GHnQHG DV DQ\ IXQG ORFDWHG DW OHDVW 
￿+HDGTXDUWHUV ORFDWLRQ LV XVHG DV RSSRVHG WR VWDWH RI LQFRUSRUDWLRQ￿ IRU WKH VLPSOH UHDVRQ WKDW nUPV WHQG WR
LQFRUSRUDWH LQ D VWDWH ZLWK IDYRUDEOH WD[ ODZV￿ EDQNUXSWF\ ODZV￿ HWF￿￿ UDWKHU WKDQ IRU RSHUDWLRQDO UHDVRQV￿ DQG W\SLFDOO\
GR QRW KDYH WKH PDMRULW\ RI WKHLU RSHUDWLRQV LQ WKHLU VWDWH RI LQFRUSRUDWLRQ￿ ,Q IDFW￿ IHZ nUPV LQ RXU VDPSOH ZHUH
KHDGTXDUWHUHG LQ WKH VDPH VWDWH WKH\ ZHUH LQFRUSRUDWHG￿
NLORPHWHUV IURP GRZQWRZQ 0DQKDWWDQ 7KH GLVWULEXWLRQ RI IXQG DQG nUP FKDUDFWHULVWLFV DUH VLPLODU
WR WKH RYHUDOO VDPSOH
)LQDOO\ ZH UHSRUW VXPPDU\ VWDWLVWLFV IRU IXQGV LQ YDULRXV LQYHVWPHQW REMHFWLYH FDWHJRULHV DQG
ORFDWHG LQ YDULRXV PHWURSROLWDQ DUHDV &'$ UHSRUWV QLQH VHOIGHFODUHG IXQG LQYHVWPHQW REMHFWLYH
FDWHJRULHV EHJLQQLQJ -XQH   $JJUHVVLYH *URZWK $* *URZWK * *URZWK DQG ,QFRPH
*	, %DODQFHG %DO ,QWHUQDWLRQDO ,QW 0XQLFLSDO %RQG %RQG DQG 3UHIHUUHG 0HWDOV DQG
8QFODVVLnHG IXQGV PRVW RI ZKLFK DUH VSHFLDO VHFWRU DQG UHJLRQDO IXQGV :H JURXS IXQGV LQWR RQH RI
VL[ LQYHVWPHQW REMHFWLYH FDWHJRULHV E\ FRPELQLQJ PXQLFLSDO ERQG ERQG DQG SUHIHUUHG PHWDOV DQG
XQFODVVLnHG IXQGV LQWR RXU C2WKHU
 IXQG FDWHJRU\ GXH WR WKHLU VPDOO QXPEHUV DQG VPDOO SHUFHQWDJH
RI HTXLW\ KROGLQJV￿ 7KH JURZWKRULHQWHG IXQGV $* * DQG *	, FRPSULVH WKH ODUJHVW IUDFWLRQ RI
LQYHVWPHQW DQG DJJUHVVLYH JURZWK IXQGV WHQG WR EX\ VPDOOHU nUPV DQG PRUH QHZO\ LVVXHG HTXLWLHV
:H DOVR FODVVLI\ IXQGV E\ WKHLU PHWURSROLWDQ ORFDWLRQ :H SODFH IXQGV LQWR WKUHH FDWHJRULHV ?ODUJH
FLWLHV ^ GHnQHG DV IXQGV ORFDWHG LQ DQ\ RI WKH  ODUJHVW SRSXODWHG FLWLHV DW HDFK SRLQW LQ WLPH
?VPDOO FLWLHV ^ GHnQHG DV IXQGV QRW ORFDWHG LQ DQ\ RI WKH  ODUJHVW SRSXODWHG FLWLHV DQG ?UHPRWH
FLWLHV ^ GHnQHG DV IXQGV ORFDWHG DW OHDVW  NLORPHWHUV DZD\ IURP DQ\ RI WKH  ODUJHVW SRSXODWHG
FLWLHV 7KH  ODUJHVW SRSXODWHG FLWLHV DUH GHnQHG E\ WKH 86 &HQVXV %XUHDX DW WKH EHJLQQLQJ RI
WKH \HDU
 7KH /RFDO %LDV 0HDVXUH
7R DVVHVV ZKHWKHU RXU VDPSOH RI PXWXDO IXQGV H[KLELW D SUHIHUHQFH IRU JHRJUDSKLFDOO\ ORFDO VWRFNV
ZH FRPSXWH WZR GLVWDQFH PHDVXUHV IRU HDFK IXQG :H FRPSXWH WKH DFWXDO GLVWDQFH GLM EHWZHHQ
IXQG L DQG WKH KHDGTXDUWHUV RI HDFK nUP M LW KROGV￿ 7KH GROODUZHLJKWHG DYHUDJH GLVWDQFH GLW IXQG




ZLM￿W c GLM￿W 
ZKHUH ZLM￿W LV WKH IUDFWLRQ RI IXQG L
V DVVHWV LQYHVWHG LQ VWRFN M DW WLPH W DQG 1W LV WKH WRWDO QXPEHU
RI VWRFNV DYDLODEOH IRU LQYHVWPHQW DW WLPH W 6LQFH IXQG L KROGV D VXEVHW RI WKH 1W DVVHWV LI VWRFN M
LV QRW KHOG E\ IXQG L WKHQ ZLM￿W  ￿￿
￿&’$ DOVR SURYLGHV WKH IXQG REMHFWLYHV IRU ’HFHPEHU ￿￿￿ ￿￿￿￿￿ :H WKHUHIRUH XVH WKHVH FODVVLnFDWLRQV IRU WKH nUVW
nYH \HDUV RI WKH VDPSOH￿
￿6LQFH ORFDWLRQV DUH LGHQWLnHG E\ ODWLWXGH DQG ORQJLWXGH￿ ZH FDOFXODWH WKH DUFOHQJWK￿ GLM￿ EHWZHHQ HDFK SDLU￿
GLM  DUFFRV IFRV￿ODWL￿FRV￿ORQL￿FRV￿ODWM￿FRV￿ORQM￿ ￿ FRV￿ODWL￿VLQ￿ORQL￿FRV￿ODWM￿VLQ￿ORQM￿
￿ VLQ￿ODWL￿VLQ￿ODWM￿J￿￿{U￿ ￿￿￿￿ ZKHUH ODW DQG ORQ DUH IXQG DQG FRPSDQ\ ODWLWXGHV DQG ORQJLWXGHV DQG U LV WKH UDGLXV
RI WKH HDUWK ￿{ ￿￿￿￿￿ NLORPHWHUV￿￿ 6HH &RYDO DQG 0RVNRZLW] ￿￿￿￿￿D￿ IRU IXUWKHU GHWDLOV￿
￿￿6LQFH RQO\ &563￿OLVWHG HTXLWLHV DUH H[DPLQHG￿ K\SRWKHWLFDO UDWKHU WKDQ DFWXDO SRUWIROLR ZHLJKWV DUH HPSOR\HG￿
ZKHUH ZH UHFRPSXWH WKH ZHLJKWV RQ HDFK KROGLQJ DV LI WKH WUXH SRUWIROLR FRQVLVWHG RI &563￿OLVWHG HTXLWLHV RQO\￿ 7KLV
:H WKHQ GHWHUPLQH WKH DYHUDJH GLVWDQFH IXQG L LV IURP WKH XQLYHUVH RI GRPHVWLF DVVHWV LQ ZKLFK
LW FRXOG LQYHVW￿￿ ZHLJKWLQJ WKH GLVWDQFH EHWZHHQ IXQG L DQG HYHU\ VWRFN LQ WKH HFRQRP\ LQ WKUHH
GLmHUHQW ZD\V HTXDOZHLJKWLQJ YDOXHZHLJKWLQJ E\ PDUNHW FDSLWDOL]DWLRQ DQG ZHLJKWLQJ E\ WKH
VWRFN
V VKDUH RI DJJUHJDWH IXQG LQYHVWPHQW HJ ZHLJKWLQJ E\ WKH WRWDO GROODU DPRXQW DOO PXWXDO
IXQGV GHYRWH WR VWRFN M 6SHFLnFDOO\ WKH DYHUDJH GLVWDQFH EHWZHHQ IXQG L DQG WKH XQLYHUVH RI






M￿W c GLM￿W 
ZKHUH Z0
M￿W LV nUP M
V VKDUH RI HLWKHU WKH HTXDOZHLJKWHG YDOXHZHLJKWHG RU DJJUHJDWH IXQG LQYHVWPHQW
ZHLJKWHG SRUWIROLR 7KH GLmHUHQFH EHWZHHQ WKHVH WZR GLVWDQFH PHDVXUHV LV RXU PHDVXUH RI IXQG L
V
SURSHQVLW\ WR LQYHVW ORFDOO\ LQ NLORPHWHUV ZKLFK ZH FDOO WKH ?ORFDO ELDV PHDVXUH IRU IXQG L
/%L￿W   G0
L￿W b GL￿W 
:H DYHUDJH WKHVH ORFDO ELDV PHDVXUHV DFURVV IXQGV YDOXHZHLJKWLQJ IXQGV E\ WKHLU WRWDO DVVHW YDOXH
:H UHSRUW WKH WLPHVHULHV DYHUDJH DQG WVWDWLVWLFV RI WKHVH PHDVXUHV LQ 7DEOH ￿￿ &RYDO DQG
0RVNRZLW] D VKRZ WKDW XQGHU WKH QXOO K\SRWKHVLV WKDW GHYLDWLRQV IURP WKH PDUNHW LQGH[ KRZ
HYHU GHnQHG DUH XQUHODWHG WR GLVWDQFH WKH DYHUDJH ORFDO ELDV PHDVXUH /% VKRXOG EH LQVLJQLnFDQWO\
GLmHUHQW IURP ]HUR
 /RFDO (TXLW\ 3UHIHUHQFH
7DEOH  3DQHO $ SUHVHQWV DYHUDJHV RI WKUHH PHDVXUHV RI ORFDO ELDV VHSDUDWHG E\ WLPH SHULRG IXQG
REMHFWLYH DQG PHWURSROLWDQ DUHD 7KH nUVW FROXPQ SUHVHQWV WKH DYHUDJH GLVWDQFH IXQG PDQDJHUV
DUH IURP WKHLU KROGLQJV XVLQJ HTXDWLRQ  7KLV LV FRPSDUHG LQ VXEVHTXHQW FROXPQV WR WKH DYHUDJH
GLVWDQFH IXQG PDQDJHUV DUH IURP WKH HTXDOZHLJKWHG YDOXHZHLJKWHG DQG IXQG LQYHVWPHQWZHLJKWHG
PDUNHW SRUWIROLRV FDOFXODWHG IURP HTXDWLRQ  7KH ORFDO ELDV PHDVXUHV DUH WKH GLmHUHQFH EHWZHHQ
WKH DYHUDJH GLVWDQFH EHWZHHQ D IXQG DQG LWV KROGLQJV DQG WKH VXEVHTXHQW PDUNHW GLVWDQFHV DYHUDJHG
DFURVV IXQGV DQG WLPH )RU YLUWXDOO\ DOO WLPH SHULRGV IXQG REMHFWLYHV DQG PHWURSROLWDQ DUHDV DOO
LV GRQH WR HQVXUH WKH SRUWIROLR ZHLJKWV RI HDFK IXQG VXP WR RQH￿
￿￿2QO\ WKRVH nUPV EHLQJ KHOG E\ DW OHDVW RQH IXQG DUH FRQVLGHUHG DV WKH XQLYHUVH RI DVVHWV DYDLODEOH IRU LQYHVWPHQW￿
VLQFH IXQGV PD\ EH UHVWULFWHG IURP KROGLQJ RU VLPSO\ LJQRUH FHUWDLQ nUPV￿ :H DOVR UDQ WHVWV XVLQJ DOO DYDLODEOH VWRFNV
￿UHJDUGOHVV RI ZKHWKHU WKH\ ZHUH KHOG E\ DW OHDVW RQH RI RXU IXQGV￿ DV WKH VHW RI HTXLWLHV DYDLODEOH IRU LQYHVWPHQW￿ DQG
IRXQG YHU\ VLPLODU UHVXOWV￿
￿￿6LQFH D IXQG ZLWK D VWURQJ ORFDO ELDV LQ RQH SHULRG PD\ DSSHDU WR KDYH D ORFDO ELDV LQ IXWXUH SHULRGV￿ HYHQ LI
LWV KROGLQJV PRYH DZD\ IURP ORFDO VWRFNV RYHU WLPH￿ ZH DOVR DYHUDJH WKH ORFDO ELDV PHDVXUHV IRU HDFK IXQG RYHU WLPH
VHSDUDWHO\￿ DQG WKHQ DYHUDJH DFURVV IXQGV￿ 7KLV HOLPLQDWHV DQ\ SRWHQWLDO VHULDO FRUUHODWLRQ LQ IXQG ORFDO ELDV PHDVXUHV
WKDW FRXOG LQoDWH VWDWLVWLFDO VLJQLnFDQFH￿ +RZHYHU￿ nQGLQJ QR TXDQWLWDWLYH GLmHUHQFH LQ WKH UHVXOWV￿ ZH RPLW WKHVH
VWDWLVWLFV IRU EUHYLW\￿
WKUHH ORFDO ELDV PHDVXUHV DUH VWDWLVWLFDOO\ DQG HFRQRPLFDOO\ VLJQLnFDQW 2YHUDOO ORFDO ELDV WHQGV WR EH
VWURQJHVW UHODWLYH WR WKH HTXDOZHLJKWHG PDUNHW DQG ZHDNHVW UHODWLYH WR WKH IXQG LQYHVWPHQWZHLJKWHG
PDUNHW 'HVSLWH D ODUJH IUDFWLRQ RI IXQGV DQG VWRFNV EHLQJ KHDGTXDUWHUHG LQ 1HZ <RUN FLW\ WKH ORFDO
ELDV PHDVXUH DFWXDOO\ ULVHV ZKHQ ZH UHPRYH 1HZ <RUNEDVHG IXQGV IURP WKH VDPSOH ,Q DGGLWLRQ
WKH SURSHQVLW\ WR LQYHVW ORFDOO\ KDV GLPLQLVKHG VOLJKWO\ RYHU WLPH
,Q H[DPLQLQJ ORFDO HTXLW\ SUHIHUHQFH DFURVV VXEVDPSOHV DQG IXQG FDWHJRULHV ZH UHGHnQH WKH
?PDUNHW RI VHFXULWLHV IRU HDFK JURXS +HQFH ZKHQ FRPSXWLQJ WKH ORFDO ELDV PHDVXUH IRU DJJUHVVLYH
JURZWK PDQDJHUV IRU H[DPSOH ZH FRPSDUH WKH GLVWDQFH EHWZHHQ DJJUHVVLYH JURZWK PDQDJHUV DQG
WKHLU KROGLQJV WR WKH XQLYHUVH RI VWRFNV KHOG E\ DW OHDVW RQH DJJUHVVLYH JURZWK IXQG ,Q WKLV ZD\
RXU ORFDO ELDV VWDWLVWLFV FDQQRW EH ELDVHG E\ DJJUHVVLYH JURZWK PDQDJHUV LQ DJJUHJDWH IRFXVLQJ RQ D
SDUWLFXODU UHJLRQ HJ 6LOLFRQ 9DOOH\ RU W\SH RI VHFXULW\ $V 7DEOH  VKRZV WKH SURSHQVLW\ WR LQYHVW
ORFDOO\ LV SUHYDOHQW DFURVV DOO IXQG REMHFWLYH FDWHJRULHV $JJUHVVLYH JURZWK PDQDJHUV H[KLELW WKH
ZHDNHVW ORFDO HTXLW\ SUHIHUHQFHV DQG IXQGV LQ WKH CRWKHU
 FDWHJRU\ H[KLELW WKH VWURQJHVW 6LQFH PRVW
IXQGV LQ WKH CRWKHU
 FDWHJRU\ DUH VSHFLDOW\ VHFWRU DQG UHJLRQDO IXQGV WKH ODUJH ORFDO ELDV DPRQJ WKHVH
IXQGV PD\ VHHP WDXWRORJLFDO +RZHYHU LI JHRJUDSKLF SUR[LPLW\ ZHUH WUXO\ LUUHOHYDQW WKHQ UHJLRQDO
IXQGV FRXOG EH MXVW DV HDVLO\ UXQ IURP RXWVLGH WKH UHJLRQ DV LQVLGH :H DOVR GLYLGH RXU VDPSOH RI IXQGV
E\ PHWURSROLWDQ ORFDWLRQ ,I WKH SURSHQVLW\ WR LQYHVW ORFDOO\ LV JHQHUDWHG E\ IXQG PDQDJHUV KDYLQJ DQ
LQIRUPDWLRQDO DGYDQWDJH LQ QHDUE\ VWRFNV WKHQ ZH VXVSHFW WKLV DGYDQWDJH WR EH JUHDWHVW LQ UHJLRQV
ZKHUH WKHUH DUH IHZ FRPSHWLWRUV DQG ZKHUH LQYHVWPHQW FRPPXQLW\ WLHV DUH OLNHO\ WR EH VWURQJHVW
7DEOH  SUHVHQWV HYLGHQFH FRQVLVWHQW ZLWK WKLV DV IXQGV IURP ?ODUJH FLWLHV ZKHUH WKH GLVWULEXWLRQ
RI IXQGV LV GHQVH GR QRW H[KLELW D VLJQLnFDQW ORFDO ELDV 2Q WKH RWKHU KDQG IXQGV IURP ?VPDOO
FLWLHV H[KLELW D ODUJH ORFDO HTXLW\ SUHIHUHQFH DQG IXQGV IURP ?UHPRWH FLWLHV H[KLELW DQ HYHQ JUHDWHU
SUHIHUHQFH IRU ORFDO VWRFNV 1RWH WKDW IURP D GLYHUVLnFDWLRQ VWDQGSRLQW RQH PLJKW H[SHFW WKH ORFDO
SUHIHUHQFH WR EH ZHDNHVW LQ VPDOO UHPRWH FLWLHV VLQFH nUPV LQ WKHVH DUHDV FRPSULVH D VLJQLnFDQWO\
VPDOOHU IUDFWLRQ RI WKH PDUNHW DQG WHQG WR EH GRPLQDWHG E\ SDUWLFXODU VHFWRUV )XUWKHUPRUH FOLHQWV
RI PXWXDO IXQGV PD\ KROG D GLYHUVLnHG VHW RI IXQGV +HQFH LW PD\ EH RSWLPDO IRU IXQG PDQDJHUV
WR FRQFHQWUDWH LQYHVWPHQW ORFDOO\ DQG DOORZ WKHLU FOLHQWV WR GLYHUVLI\ DFURVV PDQDJHUV +RZHYHU
&RYDO DQG 0RVNRZLW] E nQG WKDW LQVWLWXWLRQDO FOLHQWV RI LQYHVWPHQW PDQDJHUV WHQG WR EH ORFDO
DQG WHQG QRW WR LQYHVW ZLWK D EURDG VHW RI PDQDJHPHQW nUPV 7KXV WKH FOLHQWV RI PXWXDO IXQG
PDQDJHUV DUH DOVR JHRJUDSKLFDOO\ ORFDOL]HG PDNLQJ WKH QHHG IRU GLYHUVLnFDWLRQ JUHDWHU $V 6HFWLRQ
 GHPRQVWUDWHV KRZHYHU WKLV ORVV RI GLYHUVLnFDWLRQ LV WHPSHUHG E\ KLJKHU UHWXUQV IURP LQYHVWLQJ
ORFDOO\
 (FRQRPLF 6LJQLnFDQFH
7R JDXJH WKH HFRQRPLF VLJQLnFDQFH RI LQYHVWRU ORFDO HTXLW\ SUHIHUHQFH ZH GHnQH D QHZ PHDVXUH RI
ORFDO ELDV :H GLYLGH HDFK PDQDJHU
V SRUWIROLR LQWR WZR SRUWLRQV D ORFDO SRUWLRQ DQG D QRQORFDO
GLVWDQW SRUWLRQ 7KH ORFDO SRUWLRQ RI IXQG L LV GHnQHG DV DOO KROGLQJV ZKLFK DUH  FORVHU WR IXQG
PDQDJHU L WKDQ WKH DYHUDJH nUP LQ WKH PDUNHW +HUH ZH GHnQH WKH PDUNHW WR EH WKH DJJUHJDWH IXQG
LQYHVWPHQWZHLJKWHG SRUWIROLR RI VWRFNV RXU PRVW FRQVHUYDWLYH EHQFKPDUN 7KXV LI IXQG L LV 
NLORPHWHUV IURP WKH DJJUHJDWHZHLJKWHG PDUNHW $: PDUNHW ZH GHnQH IXQG L
V ORFDO KROGLQJV DV
WKRVH ZLWKLQ  NLORPHWHUV RI WKH IXQG
V ORFDWLRQ 7KH  WKUHVKROG DOORZV IRU YDULDWLRQ LQ ORFDO
GHnQLWLRQV DFURVV IXQGV￿￿ 3DQHO % RI 7DEOH  FRPSDUHV WKH DYHUDJH IUDFWLRQ RI IXQG PDQDJHU L
V
KROGLQJV ZKLFK DUH  FORVHU WKDQ WKH PDUNHW WR WKH DYHUDJH IUDFWLRQ RI WKH PDUNHW WKDW H[LVWV
ZLWKLQ WKLV WKUHVKROG 9DOXHZHLJKWLQJ DFURVV DOO IXQGV E\ WRWDO DVVHW YDOXH WKH DYHUDJH IXQG
PDQDJHU LQYHVWV  RI KHU DVVHWV ORFDOO\ HYHQ WKRXJK RQO\  RI WKH PDUNHW RI VHFXULWLHV
LV ORFDWHG ZLWKLQ KHU ORFDO DUHD 7R SXW WKLV DQRWKHU ZD\ IXQG PDQDJHUV FRQVLVWHQWO\ RYHUZHLJKW
WKHLU SRUWIROLRV WRZDUG ORFDO VWRFNV GHYLDWLQJ E\ DERXW  IURP PDUNHWLPSOLHG ZHLJKWV 7KHVH
GHYLDWLRQV DUH VWDWLVWLFDOO\ DQG HFRQRPLFDOO\ VLJQLnFDQW DFURVV VXESHULRGV IXQG REMHFWLYHV DQG
PHWURSROLWDQ DUHDV )XUWKHUPRUH WKH\ FRQnUP RXU LQIHUHQFHV XVLQJ WKH SUHYLRXV ORFDO ELDV PHDVXUH
WKDW WKLV HmHFW LV VWURQJHVW DPRQJ IXQGV IURP VPDOO DQG UHPRWH FLWLHV 7KLV QHZ ORFDO ELDV PHDVXUH
WUDQVODWHV RXU SUHYLRXV GLVWDQFH PHDVXUHV LQWR DQ HFRQRPLF YDULDEOH *LYHQ WKDW WKH DYHUDJH IXQG
LQ RXU VDPSOH KROGV DSSUR[LPDWHO\  HTXLWLHV D  SRUWIROLR ZHLJKW WLOW WRZDUG ORFDO VWRFNV VHHPV
HFRQRPLFDOO\ LPSRUWDQW 7KLV LV SDUWLFXODUO\ WUXH IRU IXQGV IURP UHPRWH FLWLHV ZKR H[KLELW D 
SRUWIROLR ZHLJKW WLOW DQG KROG SUHGRPLQDQWO\ VPDOOHU nUPV 0RUHRYHU LQ WKH QH[W VXEVHFWLRQ ZH
GHPRQVWUDWH WKDW WKH WLOW WRZDUG ORFDO VWRFNV LV VWURQJHU DPRQJ VPDOO JURZWK nUPV PDNLQJ WKH 
SRUWIROLR ZHLJKW GLmHUHQFH HFRQRPLFDOO\ PRUH PHDQLQJIXO DV ZHOO ,Q 6HFWLRQ  ZH IXUWKHU DGGUHVV
WKH HFRQRPLF VLJQLnFDQFH RI WKLV LQYHVWPHQW SKHQRPHQRQ
 )XQG DQG 6WRFN $WWULEXWHV
:H IXUWKHU DQDO\]H WKH GHJUHH RI ORFDO ELDV DFURVV D YDULHW\ RI IXQG DQG VWRFN DWWULEXWHV 0XWXDO
IXQGV DUH VRUWHG LQWR TXLQWLOHV DFFRUGLQJ WR WRWDO DVVHW YDOXH QXPEHU RI KROGLQJV DJH QXPEHU RI ,32V
KHOG WXUQRYHU DQG IXQG ORFDO ELDV DV PHDVXUHG E\ HTXDWLRQ  XVLQJ WKH DJJUHJDWHZHLJKWHG PDUNHW
￿￿7KH WLPH￿VHULHV DYHUDJH RI WKH FURVV￿VHFWLRQDO PHDQ RI WKH ￿￿￿ WKUHVKROG LV ￿￿￿￿ NLORPHWHUV ZLWK D VWDQGDUG
GHYLDWLRQ RI ￿￿￿￿ NLORPHWHUV DQG D PLQLPXP DQG PD[LPXP YDOXH RI ￿￿￿￿ DQG ￿￿￿ NLORPHWHUV￿ UHVSHFWLYHO\￿ :H REWDLQ
QHDUO\ LGHQWLFDO UHVXOWV ZKHQ HPSOR\LQJ DQ DUELWUDU\ ￿￿￿ NLORPHWHU FXWRm WR VHSDUDWH ORFDO KROGLQJV IURP WKH UHVW RI
D IXQG￿V SRUWIROLR￿
EHQFKPDUN 7DEOH  UHSRUWV WKH DYHUDJH GLVWDQFH DQG  WKUHVKROGEDVHG ORFDO ELDV PHDVXUHV IRU
WKH ORZHVW DQG KLJKHVW TXLQWLOHV RI HDFK DWWULEXWH VRUW :H RQO\ UHSRUW WKH ORFDO ELDV PHDVXUHV XVLQJ
WKH DJJUHJDWH ZHLJKWHG PDUNHW $: PDUNHW DV RXU EHQFKPDUN WR EH FRQVHUYDWLYH
/RFDO ELDV DSSHDUV SUHYDOHQW DFURVV ERWK ODUJH DQG VPDOO PXWXDO IXQGV 2Q WKH RWKHU KDQG ORFDO
ELDV LV FOHDUO\ PRUH SURQRXQFHG LQ PXWXDO IXQGV ZLWK IHZHU KROGLQJV DQG DPRQJ ROGHU IXQGV 7KH
UHVXOWV DUH FRQVLVWHQW ZLWK JHRJUDSKLF SUR[LPLW\ EHLQJ DQ LQVWUXPHQW IRU LQYHVWRU LQIRUPDWLYHQHVV
2OGHU IXQGV ZLWK PRUH HVWDEOLVKHG LQYHVWPHQW FRPPXQLW\ WLHV DUH PRUH OLNHO\ WR JDLQ D ORFDO
LQIRUPDWLRQ DGYDQWDJH /LNHZLVH IXQGV ZLWK PRUH FRQFHQWUDWHG KROGLQJV OLNHO\ SXUVXH PRUH DFWLYH
VWUDWHJLHV DQG FDQ PRUH HDVLO\ REWDLQ DQG PRQLWRU LQIRUPDWLRQ IURP D VPDOOHU QXPEHU RI nUPV ,Q
DGGLWLRQ ORFDO ELDV DSSHDUV HTXDOO\ LQ IXQGV LQYHVWHG LQ IHZ YHUVXV PDQ\ ,32V DQG LQ IXQGV ZLWK
KLJK DQG ORZ WXUQRYHU )LQDOO\ ZKHQ ZH VRUW E\ WKH DYHUDJH GLVWDQFH ELDV PHDVXUH ZH VHH WKDW
VXEVWDQWLDO GLVSHUVLRQ DQG VNHZQHVV H[LVWV LQ WKLV PHDVXUH 7KH ORZHVW ELDV TXLQWLOH H[KLELWV DQ
DYHUDJH ELDV ZKLFK LV QHJDWLYH EXW ORZHU LQ DEVROXWH YDOXH WKDQ WKH RYHUDOO ELDV LQ WKH GDWDVHW 7KH
TXLQWLOH RI IXQGV ZLWK WKH KLJKHVW OHYHO RI ELDV RQ WKH RWKHU KDQG KROG D SRUWIROLR ZKLFK LV 
NLORPHWHUV ^ URXJKO\ RQHWKLUG ^ FORVHU WR WKHP WKDQ WKH PDUNHW SRUWIROLR 7KHVH IXQGV DOVR SODFH
 PRUH RI WKHLU DVVHWV LQ QHDUE\ nUPV WKDQ WKH GROODU IUDFWLRQ RI ORFDO nUPV LQ WKH PDUNHW $
FRPSDULVRQ RI WKH ELDV LQ WKH WZR TXLQWLOHV SURYLGHV VWURQJ DGGLWLRQDO HYLGHQFH WKDW WKH UHODWLRQ
EHWZHHQ JHRJUDSK\ DQG SRUWIROLR VHOHFWLRQ LV QRW UDQGRP )LUPV LQ WKH KLJKHVW ELDV TXLQWLOH H[KLELW
D ORFDO HTXLW\ SUHIHUHQFH  WLPHV JUHDWHU WKDQ WKH ORZHVW ELDV TXLQWLOH )XUWKHUPRUH ERWK WKH
GLVWDQFH DQG IUDFWLRQ LQYHVWHG PHDVXUHV RI ORFDO ELDV DSSHDU WR EH KLJKO\ FRUUHODWHG 7KLV IXUWKHU
KLJKOLJKWV WKH LPSRUWDQW UROH JHRJUDSK\ LV SOD\LQJ LQ WKH SRUWIROLR GHFLVLRQV RI IXQG PDQDJHUV
7R IXUWKHU DQDO\]H ZKDW GULYHV WKH SUHIHUHQFH IRU ORFDO HTXLWLHV ZH UXQ FURVVVHFWLRQDO UHJUHVVLRQV
RI WKH GHJUHH RI ORFDO ELDV RQ D FRQVWDQW DQG D KRVW RI IXQG DQG VWRFN DWWULEXWHV 7KH UHJUHVVLRQV DUH
UXQ HYHU\ TXDUWHU IURP -DQXDU\  WR 'HFHPEHU  DQG WKH WLPHVHULHV DYHUDJHV DQG WVWDWLVWLFV
RI WKH FRHpFLHQWV DUH FRPSXWHG LQ WKH VW\OH RI )DPD DQG 0DF%HWK  7KH GHSHQGHQW YDULDEOH







L￿W LV WKH DYHUDJH GLVWDQFH ZHLJKWHG E\ DJJUHJDWH IXQG LQYHVWPHQW LQ HDFK VWRFN IXQG L LV
IURP DOO VWRFNV DW WLPH W DQG GLM￿W LV WKH GLVWDQFH IXQG L LV IURP VWRFN M ZKLFK LW KROGV DW WLPH W :H
VFDOH WKH GHSHQGHQW YDULDEOH E\ G0
L￿W LQ RUGHU WR QRUPDOL]H LW DV ZHOO DV DFFRXQW IRU KHWHURVFHGDVWLFLW\
DFURVV IXQGV 7ZR VHWV RI LQGHSHQGHQW YDULDEOHV DUH HPSOR\HG 7KH nUVW UHJUHVVLRQ XVHV D VHW RI
IXQG DWWULEXWHV DV UHJUHVVRUV IXQG VL]H ORJ RI WRWDO DVVHW YDOXH QXPEHU RI IXQG KROGLQJV IXQG DJH
QXPEHU RI TXDUWHUV LQ H[LVWHQFH SOXV WZR GXPP\ YDULDEOHV LQGLFDWLQJ ZKHWKHU WKH IXQG UHVLGHV LQ
D VPDOO RU UHPRWH FLW\ 7KH UHJUHVVLRQ VSHFLnFDWLRQ DOORZV XV WR JDXJH WKH PDUJLQDO LPSDFW RI WKH
SUHYLRXVO\ XVHG IXQG DWWULEXWHV RQ WKH SURSHQVLW\ WR LQYHVW ORFDOO\ )RU LQVWDQFH IXQGV IURP VPDOO
DQG UHPRWH FLWLHV DOVR KDYH UHODWLYHO\ IHZ KROGLQJV +HQFH LW LV LQWHUHVWLQJ WR H[DPLQH ZKHWKHU WKHVH
DWWULEXWHV UHPDLQ VLJQLnFDQW FRQWUROOLQJ IRU WKH RWKHU DV ZHOO DV DGGLWLRQDO IXQG FKDUDFWHULVWLFV
7DEOH  FRQnUPV RXU SUHYLRXV UHVXOWV WKDW ERWK WKH QXPEHU RI KROGLQJV DQG UHPRWH FLW\ ORFDWLRQ
DUH KLJKO\ HFRQRPLFDOO\ DQG VWDWLVWLFDOO\ VLJQLnFDQW LQ H[SODLQLQJ ORFDO LQYHVWPHQW +RZHYHU WKH
H[SODQDWRU\ SRZHU RI VPDOO FLW\ ORFDWLRQ DSSHDUV WR EH VXEVXPHG E\ WKH RWKHU YDULDEOHV
7KH SURSHQVLW\ RI ORFDO LQYHVWPHQW PD\ EH UHODWHG WR VWRFN DWWULEXWHV DV ZHOO )RU LQVWDQFH
&RYDO DQG 0RVNRZLW] D nQG ORFDO ELDV LV VWURQJHU DPRQJ VPDOO JURZWK nUPV ,Q DGGLWLRQ
VWRFN DWWULEXWHV PD\ EH FRQIRXQGHG ZLWK IXQG DWWULEXWHV )DONHQVWHLQ  GRFXPHQWV WKDW PXWXDO
IXQGV KDYH SUHIHUHQFHV IRU ODUJH OLTXLG DQG YLVLEOH nUPV +RZHYHU WKHVH nUPV DUH PRUH OLNHO\ WR
EH KHDGTXDUWHUHG LQ ODUJH PHWURSROLWDQ DUHDV DQG KHQFH DUH XQOLNHO\ GULYLQJ RXU UHVXOWV 2Q WKH
RWKHU KDQG IXQGV IURP UHPRWH FLWLHV PD\ RQO\ EH LQWHUHVWHG LQ VPDOO VWRFNV ZKLFK SUHGRPLQDQWO\
UHVLGH LQ UHPRWH ORFDWLRQV :H DWWHPSW WR FRQWURO IRU WKLV SRWHQWLDO ELDV LQ 7DEOH  E\ H[DPLQLQJ
WKH JHRJUDSKLF LQYHVWPHQW FKRLFHV RI HDFK UHPRWH FLW\ IXQG UHODWLYH WR DOO RWKHU UHPRWH FLW\ IXQGV
+RZHYHU LW LV LQWHUHVWLQJ WR VHH LI FHUWDLQ VWRFN FKDUDFWHULVWLFV DUH UHODWHG WR ORFDO LQYHVWPHQW DQG KHOS
H[SODLQ WKLV SKHQRPHQRQ 7KH VHFRQG UHJUHVVLRQ HPSOR\V D VHW RI VWRFN DWWULEXWHV DV UHJUHVVRUV nUP
VL]H ORJ RI PDUNHW FDSLWDOL]DWLRQ ERRNWRPDUNHW HTXLW\ %(0( SULRU PRQWK
V UHWXUQ UHWb￿￿b￿
FXPXODWLYH UHWXUQ RQ WKH VWRFN IURP PRQWK Wb WR Wb UHWb￿￿￿b￿ FXPXODWLYH UHWXUQ RQ WKH VWRFN
IURP PRQWK Wb WR Wb UHWb￿￿￿b￿￿ FXPXODWLYH UHWXUQ RQ WKH LQGXVWU\ SRUWIROLR WR ZKLFK HDFK
VWRFN EHORQJV IURP PRQWK W b  WR W b  LQGb￿￿￿b￿ FXPXODWLYH UHWXUQ RQ WKH UHJLRQDO SRUWIROLR
WR ZKLFK HDFK VWRFN EHORQJV IURP PRQWK W b WR W b  UHJb￿￿￿b￿ D GXPP\ YDULDEOH LQGLFDWLQJ LI
WKH nUP ZDV D QHZ LVVXH LQ WKH ODVW nYH \HDUV 'LSR D GXPP\ YDULDEOH LQGLFDWLQJ LI WKH nUP WUDGHV
RQ WKH 1$6'$4106 DQG WKH VWDQGDUG GHYLDWLRQ RI WKH nUP
V PRQWKO\ UHWXUQ RYHU WKH SDVW 
PRQWKV
6L]H DQG %(0( DUH LQVSLUHG E\ WKH UHVXOWV LQ &RYDO DQG 0RVNRZLW] D DV ZHOO DV D VHULHV
RI SDSHUV E\ )DPD DQG )UHQFK    FODLPLQJ WKHVH YDULDEOHV H[SODLQ WKH FURVVVHFWLRQ
RI H[SHFWHG VWRFN UHWXUQV DQG SUR[\ IRU V\VWHPDWLF ULVN 7KH UHWb￿￿b￿ YDULDEOH FRQWUROV IRU SRWHQWLDO
PLFURVWUXFWXUH HmHFWV VXFK DV ELGDVN ERXQFH IRXQG E\ -HJDGHHVK  WR LQGXFH QHJDWLYH DX
WRFRUUHODWLRQ LQ RQHPRQWK UHWXUQV 7KH UHWb￿￿￿b￿ DQG UHWb￿￿￿b￿￿ YDULDEOHV FDSWXUH WKH VKRUWWHUP
UHWXUQ SHUVLVWHQFH DQG ORQJWHUP UHWXUQ UHYHUVDOV GRFXPHQWHG E\ -HJDGHHVK DQG 7LWPDQ  DQG
'H%RQGW DQG 7KDOHU  UHVSHFWLYHO\ 7KHVH YDULDEOHV KDYH EHHQ VKRZQ WR EH UHODWHG WR IXWXUH
UHWXUQV DQG KHQFH PD\ H[SODLQ LQYHVWRU SRUWIROLR VHOHFWLRQ ,Q DGGLWLRQ SDVW UHWXUQV RI LQGLYLG
XDO VWRFNV KDYH EHHQ VKRZQ E\ *ULQEODWW 7LWPDQ DQG :HUPHUV  WR LQoXHQFH PXWXDO IXQG
WUDGHV 7KH LQGXVWU\ DQG UHJLRQDO SDVW UHWXUQV FRQWURO IRU SDVW SHUIRUPDQFH RI WKH YDULRXV VHFWRUV
DQG UHJLRQV WR ZKLFK HDFK nUP EHORQJV￿￿ ,Q DGGLWLRQ 0RVNRZLW] DQG *ULQEODWW  VKRZ WKDW D
VLJQLnFDQW SRUWLRQ RI LQGLYLGXDO VWRFN DXWRFRUUHODWLRQ UHWXUQ SDWWHUQV DUH LQoXHQFHG E\ D SURPLQHQW
LQGXVWU\ UHWXUQ DXWRFRUUHODWLRQ SDWWHUQ 7KH ,32 GXPP\ FRQWUROV IRU WKH LQoXHQFH RI QHZ LVVXHV
ZKLFK 5LWWHU  GRFXPHQWV DEQRUPDOO\ ORZ UHWXUQV IRU 7KH 1$6'$4 GXPP\ FRQWUROV IRU H[
FKDQJH OLVWLQJ 6LQFH WKH 1$6'$4106 FRQWDLQV D ODUJHU IUDFWLRQ RI ,32V DQG VPDOOHU nUPV DQG
FRQWDLQV nUPV IURP PRUH JURZWKW\SH LQGXVWULHV WKDQ WKH 1<6( RU $0(; LW LV LQWHUHVWLQJ WR VHH
LI H[FKDQJH OLVWLQJ LV LPSRUWDQW LQ WKH SUHVHQFH RI WKH VL]H %(0( D JURZWK SUR[\ LQGXVWU\ DQG
,32 YDULDEOHV )LQDOO\ ZH LQFOXGH WKH PRQWKO\ VWDQGDUG GHYLDWLRQ RI WKH VWRFN
V UHWXUQ RYHU WKH
SUHYLRXV  PRQWKV DV D SUR[\ IRU LWV LGLRV\QFUDWLF ULVN
7DEOH  UHSRUWV WKH WLPHVHULHV DYHUDJH FRHpFLHQWV IURP WKHVH UHJUHVVLRQV %RWK nUP VL]H DQG
%(0( DUH KLJKO\ VWDWLVWLFDOO\ DQG HFRQRPLFDOO\ VLJQLnFDQW 7KLV LV FRQVLVWHQW ZLWK WKH UHVXOWV LQ
&RYDO DQG 0RVNRZLW] D DV ZHOO DV WKRVH LQ .DQJ DQG 6WXO]  ZKR DQDO\]H WKH GLmHUHQFHV
LQ LQYHVWPHQW LQ -DSDQHVH nUPV DFURVV IRUHLJQ DQG GRPHVWLF LQYHVWRUV /RFDO ELDV LV XQUHODWHG
KRZHYHU WR WKH SDVW UHWXUQV RI WKH KROGLQJ RU WR WKRVH RI LWV LQGXVWU\ RU UHJLRQ &RQWUROOLQJ IRU VL]H
%(0( DQG LQGXVWU\ ERWK ,32V DQG 1$6'$4OLVWHG KROGLQJV DUH VWURQJO\ UHODWHG WR WKH GHJUHH RI
ORFDO LQYHVWPHQW $ nUP LVVXLQJ QHZ VKDUHV ZLWKLQ WKH ODVW nYH \HDUV LV  FORVHU DQG WKH DYHUDJH
1$6'$4106 OLVWHG nUP LV  FORVHU WR D IXQG WKDQ WKH UHVW RI LWV KROGLQJV )LQDOO\ ORFDO
LQYHVWPHQW DOVR WHQGV WR EH VWURQJHU LQ nUPV ZLWK KLJK UHWXUQ YDULDQFH
7KH nQDO UHJUHVVLRQ FRPELQHV WKH IXQG DQG VWRFN DWWULEXWHV XQDOWHULQJ WKH FRHpFLHQWV 7KH
UHVXOWV DUH FRQVLVWHQW ZLWK JHRJUDSKLF SUR[LPLW\ SUHIHUHQFHV EHLQJ GULYHQ E\ LQIRUPDWLRQDO DV\PPH
WULHV EHWZHHQ ORFDO DQG QRQORFDO LQYHVWRUV 6PDOO JURZWK nUPV ZLWK ODUJH UHWXUQ YRODWLOLW\ LH
ULVN\ nUPV RmHU WKH ODUJHVW UHWXUQV IURP LQIRUPHG WUDGLQJ 6LPLODUO\ ,32V EHFDXVH RI OLPLWHG
SXEOLF LQIRUPDWLRQ DQG ORZ PDUNHW YLVLELOLW\ RmHU ORFDO LQYHVWRUV D SRWHQWLDOO\ ODUJHU LQIRUPDWLRQ
DGYDQWDJH )LQDOO\ WKH ODUJHU ELGDVN VSUHDGV RI 1$6'$4WUDGHG VWRFNV PD\ UHoHFW WKH WUDGHV RI
LQIRUPHG LQYHVWRUV￿￿
￿￿,QGXVWU\ UHWXUQV DUH YDOXH￿ZHLJKWHG SRUWIROLR UHWXUQV RI VWRFNV EHORQJLQJ WR WZR GLJLW 6WDQGDUG ,QGXVWULDO &ODVVL￿
nFDWLRQ &RGH JURXSLQJV GHnQHG LQ 0RVNRZLW] DQG *ULQEODWW ￿￿￿￿￿￿￿ 7KH UHJLRQDO SRUWIROLR UHWXUQ IRU HDFK VWRFN M LV
WKH YDOXH￿ZHLJKWHG DYHUDJH UHWXUQ RI VWRFNV ZLWKLQ D ￿￿￿ NLORPHWHU UDGLXV RI nUP M￿
￿￿6HH &KULVWLH DQG 6FKXOW] ￿￿￿￿￿￿ IRU HYLGHQFH RI ZLGHU ELG￿DVN VSUHDGV RQ 1$6’$4 DQG *ORVWHQ DQG 0LOJURP
 /RFDO ,QYHVWPHQW DQG )XQG 3HUIRUPDQFH
,Q WKLV VHFWLRQ ZH H[DPLQH WKH UHODWLRQVKLS EHWZHHQ ORFDO ELDV DQG LQIRUPDWLRQ PRUH FORVHO\ E\
VKLIWLQJ RXU IRFXV WR LQYHVWPHQW SHUIRUPDQFH
 /RFDO YHUVXV 'LVWDQW +ROGLQJV
:H VWDUW E\ H[DPLQLQJ ZKHWKHU IXQGV JHQHUDWH KLJKHU UHWXUQV IURP WKHLU ORFDO LQYHVWPHQWV WKDQ WKHLU
GLVWDQW RQHV :H DJDLQ GLYLGH HDFK IXQG PDQDJHU
V SRUWIROLR LQWR D ORFDO DQG GLVWDQW SRUWLRQ XVLQJ
WKH  WKUHVKROG IURP WKH SUHYLRXV VHFWLRQ LH ORFDO nUPV DUH  FORVHU WR WKH PDQDJHU WKDQ
WKH DYHUDJH nUP LQ WKH PDUNHW +ROGLQJV ZLWKLQ ERWK WKH ORFDO DQG GLVWDQW SRUWLRQV RI WKH IXQG DUH
UHVFDOHG WR VXP WR RQH WKHUHE\ FUHDWLQJ D ?ORFDO DQG ?GLVWDQW SRUWIROLR IRU HDFK IXQG PDQDJHU
6LQFH &'$ FRQWDLQV TXDUWHUO\ KROGLQJV SRVLWLRQV ZH GR QRW NQRZ ZKHWKHU WKHVH SRVLWLRQV UHoHFW
EHJLQQLQJ RU HQG RI TXDUWHU KROGLQJV RU VRPHWKLQJ LQ EHWZHHQ IRU D JLYHQ IXQG 7KHUHIRUH ZH
XSGDWH WKH IXQG
V SRUWIROLR KROGLQJV DW WKH EHJLQQLQJ RI HYHU\ TXDUWHU DQG KROG WKHP FRQVWDQW RYHU
WKH VXEVHTXHQW WKUHH PRQWKV )RU H[DPSOH WKH IXQG SRVLWLRQV IURP WKH WKLUG TXDUWHU RI  HQGLQJ
6HSWHPEHU  DUH HPSOR\HG ZLWK UHWXUQV IURP 2FWREHU 1RYHPEHU DQG 'HFHPEHU  7KLV
FRQVHUYDWLYH DSSURDFK HQVXUHV DJDLQVW D ?ORRN DKHDG ELDV FRQWDPLQDWLQJ RXU UHVXOWV :H FRPSXWH
PRQWKO\ UHWXUQV RQ ERWK WKH ORFDO DQG GLVWDQW SRUWLRQV RI HYHU\ IXQG )RU IXQG PDQDJHU L DW WLPH





















L￿W DQG a 5’
L￿W DUH WKH DYHUDJH PRQWKO\ UHWXUQV RYHU WKH TXDUWHU RQ IXQG L
V ORFDO DQG GLVWDQW
KROGLQJV UHVSHFWLYHO\ /L￿W DQG 'L￿W DUH WKH QXPEHU RI ORFDO DQG GLVWDQW nUPV KHOG E\ IXQG L DW WLPH
W Z/
L￿W DQG Z’
L￿W DUH WKH UHVFDOHG WR VXP WR RQH SRUWIROLR ZHLJKWV DSSOLHG WR IXQG L
V ORFDO DQG GLVWDQW
KROGLQJV DQG a UM￿W LV WKH UHWXUQ RQ VWRFN M DW WLPH W PLQXV WKH PRQWK 7UHDVXU\ %LOO UDWH :H WKHQ
DYHUDJH HDFK ORFDO DQG GLVWDQW UHWXUQ DFURVV DOO IXQGV DW WLPH W ZHLJKWHG E\ WRWDO DVVHW YDOXH DQG
UHSRUW WKH WLPHVHULHV DYHUDJH IURP -DQXDU\  WR 'HFHPEHU 
7DEOH  UHSRUWV WKH DYHUDJH PRQWKO\ H[FHVV UHWXUQV DQG 6KDUSH UDWLRV RQ WKH ORFDO DQG GLVWDQW
SRVLWLRQV DV ZHOO DV WKH GLmHUHQFH EHWZHHQ WKHP 7KH UHWXUQV LQ 7DEOH  DUH DQQXDOL]HG DQG LQGLFDWH
WKDW RYHU RXU VDPSOH SHULRG PXWXDO IXQGV JDLQHG DQ DGGLWLRQDO  SHU \HDU IURP WKHLU ORFDO
LQYHVWPHQWV RYHU WKHLU QRQORFDO RQHV +RZHYHU WKH 6KDUSH UDWLRV LQGLFDWH WKDW WKH ORFDO SRVLWLRQV
￿￿￿￿￿￿ IRU D WKHRUHWLFDO WUHDWPHQW RI WKH HmHFW RI LQIRUPDWLRQ DV\PPHWULHV RQ WKH VSUHDG￿
DUH ULVNLHU ,Q DGGLWLRQ ZH OHDUQHG LQ WKH SUHYLRXV VHFWLRQ WKDW ORFDOO\ KHOG VHFXULWLHV WHQG WR EH
VPDOO FDS DQG JURZWK nUPV ZKLFK KDYH PRUH YRODWLOH EXW KLJK DYHUDJH UHWXUQV &RQVHTXHQWO\ ZH DUH
LQWHUHVWHG LQ WKH ULVNDGMXVWHG SHUIRUPDQFH RI WKH ORFDO DQG GLVWDQW SRVLWLRQV LQ IXQGV :H HPSOR\
WKH ULVN DGMXVWPHQW PHWKRG RI 'DQLHO *ULQEODWW 7LWPDQ DQG :HUPHUV  ZKR VXEWUDFW IURP
HDFK VWRFN UHWXUQ WKH UHWXUQ RI D ZHOOGLYHUVLnHG SRUWIROLR RI VLPLODU VL]H %(0( DQG PRPHQWXP
SDVW \HDU UHWXUQ DWWULEXWHV￿￿ :H HPSOR\ WKH PDWFKHGDWWULEXWH DGMXVWPHQW PHWKRG VLQFH 'DQLHO
DQG 7LWPDQ  VKRZ WKDW FKDUDFWHULVWLFV EHWWHU GHVFULEH WKH FURVVVHFWLRQ RI DYHUDJH UHWXUQV
WKDQ FRYDULDWLRQ ZLWK SUHVSHFLnHG IDFWRUV￿￿
7DEOH  VKRZV WKDW HYHQ DIWHU DGMXVWLQJ IRU VL]H %(0( DQG PRPHQWXP ORFDO KROGLQJV VWLOO
VLJQLnFDQWO\ RXWSHUIRUP GLVWDQW KROGLQJV E\  EDVLV SRLQWV SHU \HDU 7KLV LV SHUKDSV RXU EHVW HYL
GHQFH WKDW JHRJUDSKLF SUR[LPLW\ LV UHODWHG WR LQYHVWRU LQIRUPDWLYHQHVV 7KH SHUIRUPDQFH LV SULPDULO\
GULYHQ E\ WKH nUVW KDOI RI WKH VDPSOH ZKHUH ORFDO SRVLWLRQV HDUQ  SHU \HDU PRUH WKDQ GLVWDQW
RQHV 7KLV LV FRQVLVWHQW ZLWK HDUOLHU HYLGHQFH WKDW ORFDO HTXLW\ SUHIHUHQFHV DUH VWURQJHU LQ WKH nUVW
KDOI RI RXU VDPSOH $JDLQ ZLWK WKH DGYHQW RI WKH LQWHUQHW DQG SKHQRPHQDO JURZWK LQ LQIRUPDWLRQ
WHFKQRORJ\ LW LV QRW WRR VXUSULVLQJ WKDW D ORFDO LQIRUPDWLRQ DGYDQWDJH ZRXOG GLVVDSDWH RYHU WLPH
)XUWKHUPRUH WKH JURZWK LQ WKH PXWXDO IXQG LQGXVWU\ RYHU WLPH KDV LQFUHDVHG WKH FRPSHWLWLRQ IRU
LQIRUPDWLRQ DQG PD\ KDYH VLJQLnFDQWO\ UHGXFHG WKH JDLQV IURP LQYHVWLQJ ORFDOO\
6WURQJ DEQRUPDO SHUIRUPDQFH LQ ORFDO KROGLQJV LV SUHVHQW DFURVV DOO IXQG REMHFWLYH JURXSV H[FHSW
DJJUHVVLYH JURZWK DQG LQWHUQDWLRQDO 7KH ODFN RI ORFDO H[FHVV SHUIRUPDQFH LQ WKH GRPHVWLF KROGLQJV
RI LQWHUQDWLRQDO IXQGV PD\ QRW EH VXUSULVLQJ JLYHQ WKHLU IRFXV RQ LQYHVWPHQWV DEURDG )XUWKHUPRUH
WKH VWURQJHVW ORFDO SHUIRUPDQFH H[KLELWHG E\ IXQGV LQ RXU CRWKHU
 FDWHJRU\ LV FRQVLVWHQW ZLWK WKHVH
IXQGV DOVR H[KLELWLQJ WKH ODUJHVW ORFDO ELDV LQ 7DEOH 
7R IXUWKHU LQYHVWLJDWH WKH UHODWLRQ EHWZHHQ JHRJUDSKLF SUR[LPLW\ DQG LQIRUPDWLRQ ZH H[DPLQH
WKH UHODWLYH SHUIRUPDQFH RI ORFDO DQG GLVWDQW SRVLWLRQV DFURVV D YDULHW\ RI IXQG FKDUDFWHULVWLFV )XQGV
￿￿7KHVH WKUHH VWRFN FKDUDFWHULVWLFV KDYH EHHQ VKRZQ WR EH WKH EHVW SUHGLFWRUV RI DYHUDJH VWRFN UHWXUQV ￿VHH )DPD DQG
)UHQFK ￿￿￿￿￿￿ ￿￿￿￿￿￿ -HJDGHHVK DQG 7LWPDQ ￿￿￿￿￿￿￿ DQG ’DQLHO DQG 7LWPDQ ￿￿￿￿￿￿￿￿ DQG UHSUHVHQW IHDVLEOH LQYHVWPHQW
VWUDWHJLHV LQYHVWRUV FRXOG SXUVXH ZLWK QR NQRZOHGJH RI nUP￿VSHFLnF LQIRUPDWLRQ￿ 7KH ’*7: SURFHGXUH nUVW VRUWV DOO
VWRFNV LQWR VL]H TXLQWLOHV￿ WKHQ ZLWKLQ HDFK VL]H TXLQWLOH VRUWV VWRFNV LQWR %(￿0( TXLQWLOHV￿ DQG nQDOO\ ZLWKLQ %(￿0(
TXLQWLOHV VRUWV VWRFNV LQWR PRPHQWXP ￿SDVW ￿￿￿PRQWK UHWXUQ￿ TXLQWLOHV￿ 7KH EHQFKPDUN SRUWIROLRV DUH IRUPHG E\
YDOXH￿ZHLJKWLQJ WKH VWRFNV ZLWKLQ HDFK RI WKHVH ￿￿￿ JURXSV￿ 6WRFN M LV WKHQ PDWFKHG ZLWK RQH RI WKH ￿￿￿ SRUWIROLRV
EDVHG RQ LWV VL]H￿ %(￿0(￿ DQG SDVW \HDU UHWXUQ IURP WKH SUHYLRXV PRQWK DQG WKH UHWXUQ RI WKH PDWFKHG SRUWIROLR
LV VXEWUDFWHG IURP VWRFN M￿V UHWXUQ DW WLPH W￿ ’DQLHO￿ *ULQEODWW￿ 7LWPDQ￿ DQG :HUPHUV ￿￿￿￿￿￿￿ ’DQLHO DQG 7LWPDQ
￿￿￿￿￿￿￿ DQG 0RVNRZLW] DQG *ULQEODWW ￿￿￿￿￿￿ GHPRQVWUDWH WKDW WKLV FKDUDFWHULVWLF￿DGMXVWPHQW PHWKRG DOVR DFFRXQWV
IRU WKH LQoXHQFH RI PDUNHW EHWD RQ VWRFN UHWXUQV￿ )RU D GHWDLOHG GHVFULSWLRQ RI WKH PHWKRGRORJ\ DQG FRQVWUXFWLRQ RI
WKHLU FKDUDFWHULVWLF￿EDVHG SHUIRUPDQFH PHDVXUH￿ VHH ’DQLHO￿ *ULQEODWW￿ 7LWPDQ￿ DQG :HUPHUV ￿￿￿￿￿￿￿
￿￿$Q DGGHG EHQHnW RI XVLQJ WKLV PHWKRG LV WKDW ’DQLHO￿ *ULQEODWW￿ 7LWPDQ￿ DQG :HUPHUV ￿￿￿￿￿￿ HPSOR\ WKHLU
SURFHGXUH RQ WKH VDPH VDPSOH RI PXWXDO IXQGV IURP &’$￿ 2XU VDPSOH GLmHUV IURP WKHLUV LQ WKDW ZH H[FOXGH LQGH[
IXQGV DQG PDWFK IXQGV ZLWK DYDLODEOH IXQG PDQDJHU ORFDWLRQ GDWD IURP 1HOVRQ￿V ’LUHFWRU\ RI ,QYHVWPHQW 0DQDJHUV￿
2XU VDPSOH FRQWDLQV DSSUR[LPDWHO\ KDOI DV PDQ\ IXQGV DV ’DQLHO￿ *ULQEODWW￿ 7LWPDQ￿ DQG :HUPHUV ￿￿￿￿￿￿￿
IURP VPDOO UHPRWH PHWURSROLWDQ DUHDV H[KLELW ODUJHU DEQRUPDO SHUIRUPDQFH LQ WKHLU ORFDO LQYHVWPHQWV
WKDQ IXQGV IURP ODUJH FLWLHV 7KLV LV FRQVLVWHQW ZLWK RXU LQIRUPDWLRQ VWRU\ )XUWKHUPRUH VLQFH WKH
PRVW WDOHQWHG PDQDJHUV OLNHO\ UHVLGH LQ ODUJH PHWURSROLWDQ DUHDV WKLV UHVXOW LV QRW OLNHO\ GULYHQ E\
D VHOHFWLRQ ELDV RI EHWWHU PDQDJHUV ([ DQWH RQH PLJKW H[SHFW WKH ZRUVW PDQDJHUV WR UHVLGH LQ
UHPRWHLVRODWHG DUHDV )XQG PDQDJHUV DUH DOVR VRUWHG LQWR TXLQWLOHV DFFRUGLQJ WR WRWDO DVVHW YDOXH
QXPEHU RI KROGLQJV DJH QXPEHU RI ,32V KHOG WXUQRYHU DQG IXQG ORFDO ELDV 7DEOH  UHSRUWV WKDW
VPDOO IXQGV DQG IXQGV ZLWK IHZHU KROGLQJV H[KLELW VLJQLnFDQW DEQRUPDO ORFDO SHUIRUPDQFH /DUJH
IXQGV DQG IXQGV ZLWK WKH PRVW KROGLQJV GR QRW H[KLELW D ORFDO DGYDQWDJH 7KH UHVXOWV LQGLFDWH
VWURQJO\ WKDW LQIRUPDWLRQ DV\PPHWULHV GULYH WKH ORFDO ELDV SKHQRPHQRQ )XQGV IROORZLQJ IHZ VWRFNV
OLNHO\ IROORZ WKHP FORVHO\ DWWHPSWLQJ WR REWDLQ DQ LQIRUPDWLRQDO DGYDQWDJH 7KLV SRLQW LV IXUWKHU
VXSSRUWHG E\ WKH IDFW WKDW WKH QXPEHU RI VWRFNV D IXQG KROGV LV LQYHUVHO\ UHODWHG WR WKH GHJUHH RI
ORFDO LQYHVWPHQW WKH IXQG LV SXUVXLQJ VHH 7DEOH  /LNHZLVH ROGHU IXQGV DQG IXQGV H[KLELWLQJ KLJKHU
WXUQRYHU JHQHUDWH ODUJHU DEQRUPDO SHUIRUPDQFH IURP ORFDO LQYHVWPHQW WKDQ \RXQJHU IXQGV ZLWK ORZ
WXUQRYHU $JDLQ WKLV LV FRQVLVWHQW ZLWK WKHVH IXQGV OLNHO\ EHLQJ EHWWHU LQIRUPHG ORFDOO\ DQG WUDGLQJ
XSRQ WKHLU VXSHULRU LQIRUPDWLRQ 7R YHULI\ WKDW WKH DEQRUPDO SHUIRUPDQFH RI ORFDO YHUVXV GLVWDQW
KROGLQJV LV QRW VSXULRXV ZH DOVR VRUW IXQGV DFFRUGLQJ WR WKHLU RYHUDOO OHYHO RI ORFDO ELDV ,I nUPV
DUH WUXO\ PRUH FDSDEOH RI LGHQWLI\LQJ KLJKSHUIRUPLQJ ORFDO nUPV WKDQ GLVWDQW RQHV nUPV H[SORLWLQJ
WKLV DGYDQWDJH PRVW KHDYLO\ VKRXOG GLVSOD\ WKH PRVW VLJQLnFDQW SHUIRUPDQFH GLmHUHQWLDO ,QGHHG
7DEOH  VKRZV WKDW IXQGV ZLWK WKH KLJKHVW ORFDO ELDV H[KLELW ODUJH JDLQV IURP LQYHVWLQJ ORFDOO\ 
SHU \HDU DIWHU DGMXVWLQJ IRU VL]H %(0( DQG PRPHQWXP ZKLOH IXQGV ZLWK WKH ORZHVW ELDV GR QRW
H[KLELW VLJQLnFDQW ORFDO JDLQV
$ IXQG
V SDUWLFLSDWLRQ LQ WKH ,32 PDUNHW DOVR DSSHDUV UHODWHG WR LWV ORFDO SHUIRUPDQFH )XQGV
KROGLQJ PDQ\ ,32V H[KLELW KLJKO\ VLJQLnFDQW ORFDO SHUIRUPDQFH ZKHUHDV WKRVH KROGLQJ IHZ H[KLELW
QR GLmHUHQFH EHWZHHQ ORFDO DQG GLVWDQW SRUWIROLR UHWXUQV 6LQFH ,32 VKDUHV JHQHUDOO\ WHQG WR EH
XQGHUSULFHG ZKHQ LVVXHG￿￿ QHDUE\ IXQGV PD\ KDYH EHWWHU DFFHVV WR VXFK VKDUHV &RQVHTXHQWO\ ZH
UHSRUW WKH ORFDO PLQXV GLVWDQW SRUWIROLR UHWXUQV DGMXVWHG YLD '*7: H[FOXGLQJ DOO ,32V LQ FROXPQ
 RI 7DEOH  7KH UHVXOWV DUH XQDOWHUHG LQGLFDWLQJ WKDW WKH ,32 PDUNHW LV QRW GULYLQJ RXU UHVXOWV
$V D nQDO UREXVWQHVV FKHFN ZH DOVR VXEWUDFW IURP HDFK VWRFN UHWXUQ WKH UHWXUQ RI D SRUWIROLR RI
VWRFNV IURP WKH VDPH UHJLRQ 7KH UHJLRQDO SRUWIROLRV DUH YDOXHZHLJKWHG VXPV RI VWRFNV ZLWKLQ D 
NLORPHWHU UDGLXV RI D JLYHQ nUP &ROXPQ  RI 7DEOH  UHSRUWV WKH ORFDO PLQXV GLVWDQW SHIRUPDQFH
UHVXOWV IRU VWRFNV DGMXVWHG IRU VL]H %(0( DQG PRPHQWXP H[FOXGLQJ ,32V DQG FRQWUROOLQJ IRU
￿￿6HH 5RFN ￿￿￿￿￿￿ DQG %DUFOD\ DQG 6PLWK ￿￿￿￿￿￿￿
WKH UHJLRQDO UHWXUQ DOVR DGMXVWHG IRU VL]H %(0( DQG PRPHQWXP RI HDFK VWRFN 7KH UHVXOWV DUH
YLUWXDOO\ XQFKDQJHG 7KXV WKH DEQRUPDO SHUIRUPDQFH RI IXQG ORFDO LQYHVWPHQW FDQQRW EH DWWULEXWHG
WR FKDUDFWHULVWLFEDVHG LQYHVWPHQW VWUDWHJLHV VXFK DV VPDOO FDS YDOXH YHUXV JURZWK RU PRPHQWXP
LQYHVWPHQW LQ ,32V RU SHUIRUPDQFH RI WKH UHJLRQ 7KH JDLQV IURP LQYHVWLQJ ORFDOO\ DSSHDU WR EH GXH
WR IXQG PDQDJHUV KDYLQJ EHWWHU LQIRUPDWLRQ DERXW SUR[LPDWHO\ ORFDWHG nUPV
 /RFDO 6WRFNV 1RW %HLQJ +HOG
)LQDOO\ LQ DGGLWLRQ WR H[DPLQLQJ WKH SHUIRUPDQFH RI VWRFNV LQ ZKLFK IXQG PDQDJHUV LQYHVW LW LV DOVR
LQWHUHVWLQJ WR H[DPLQH WKH SHUIRUPDQFH RI VWRFNV LQ ZKLFK WKH\ FKRVH QRW WR LQYHVW ,Q SDUWLFXODU
ZKDW LV WKH VXEVHTXHQW SHUIRUPDQFH RI ORFDO VWRFNV QRW FKRVHQ E\ WKH IXQG PDQDJHU" 3UHVXPDEO\
ORFDO IXQG PDQDJHUV UHFHLYH SULYDWH EDG QHZV DV ZHOO DV JRRG QHZV DERXW ORFDO FRPSDQLHV +RZHYHU
VLQFH PXWXDO IXQGV DUH ODUJHO\ UHVWULFWHG IURP WDNLQJ VKRUW SRVLWLRQV LQ nUPV ERWK OHJDOO\ DQG
RWKHUZLVH DQDO\]LQJ IXQG KROGLQJV PD\ QRW IXOO\ UHoHFW WKHLU LQIRUPDWLRQDO DGYDQWDJH +HQFH EDG
QHZV DERXW D ORFDO nUP PD\ RQO\ UHVXOW LQ ORFDO PDQDJHUV LJQRULQJ WKH nUP ,I JHRJUDSKLF SUR[LPLW\
UHoHFWV LQIRUPDWLRQ TXDOLW\ WKHQ WKH SHUIRUPDQFH RI ORFDO VWRFNV QRW KHOG E\ ORFDO IXQGV VKRXOG
EH VLJQLnFDQWO\ ZRUVH WKDQ ORFDO VWRFNV EHLQJ KHOG DQG PD\ HYHQ EH ZRUVH WKDQ SDVVLYH SRUWIROLR
EHQFKPDUNV
7DEOH  UHSRUWV WKH YDOXHZHLJKWHG '*7:DGMXVWHG SHUIRUPDQFH RI ORFDO VWRFNV QRW EHLQJ KHOG
E\ ORFDO IXQGV :H FRPSXWH WKH YDOXHZHLJKWHG SRUWIROLR UHWXUQ RI DOO VWRFNV QRW KHOG E\ IXQG L DW
WLPH W WKDW DUH ZLWKLQ WKH  GLVWDQFH WKUHVKROG RI IXQG L ZKHUH UHWXUQV DUH DGMXVWHG IRU VL]H
%(0( DQG PRPHQWXP EHQFKPDUNV YLD '*7: 7KH UHWXUQ RQ WKLV SRUWIROLR RI ORFDO EXW QRW
KHOG VWRFNV a 5
/￿1+
L￿W  LV FRPSXWHG IRU HDFK IXQG DW WLPH W DQG DYHUDJHG DFURVV IXQGV ZHLJKWHG E\
WRWDO DVVHW YDOXH &ROXPQ  RI 7DEOH  UHSRUWV WKH WLPHVHULHV PHDQ UHWXUQ DQG DQQXDOL]HG 6KDUSH
UDWLR RI WKHVH VWRFNV $V WKH WDEOH GHPRQVWUDWHV ORFDO VWRFNV LJQRUHG E\ ORFDO IXQGV XQGHUSHUIRUP
SDVVLYH EHQFKPDUNV RI VL]H %(0( DQG PRPHQWXP DQG VLJQLnFDQWO\ XQGHUSHUIRUP ORFDO VWRFNV
EHLQJ KHOG E\ DQ DYHUDJH  SHU \HDU 7KLV HYLGHQFH IXUWKHU VXSSRUWV RXU FODLP WKDW ORFDO IXQG
PDQDJHUV KDYH DQ LQIRUPDWLRQDO DGYDQWDJH LQ ORFDO VWRFNV )XUWKHUPRUH WKH XQGHUSHUIRUPDQFH RI
ORFDO LJQRUHG VWRFNV LQGLFDWHV WKDW RXU SUHYLRXV UHVXOWV RI ORFDO LQYHVWPHQW RXWSHUIRUPDQFH FDQQRW
EH GXH WR UHJLRQDO HmHFWV RU FKDUDFWHULVWLFV DVVRFLDWHG ZLWK D SDUWLFXODU UHJLRQ )RU LQVWDQFH LI
DQDO\VWV WKH PHGLD DQG WKH LQYHVWPHQW SXEOLF RWKHU WKDQ ORFDO LQYHVWRUV DUH ODUJHO\ XQDZDUH RI
VPDOO nUPV ORFDWHG LQ UHPRWH DUHDV WKHQ WKH DEQRUPDO SHUIRUPDQFH RI ORFDO LQYHVWRUV PD\ VLPSO\
EH GXH WR D QHJOHFWHG nUP HmHFW UDWKHU WKDQ LQIRUPDWLRQ DV\PPHWU\ +RZHYHU LI WKLV LV WKH FDVH
WKHQ WKH SHUIRUPDQFH RI ORFDO VWRFNV QRW KHOG E\ ORFDO IXQGV VKRXOG EH VLPLODU WR WKRVH KHOG E\ WKH
IXQGV $V 7DEOH  GRFXPHQWV WKLV LV QRW WKH FDVH HYHQ IRU IXQGV LQ UHPRWH UHJLRQV
7KH VLJQLnFDQW DEQRUPDO SHUIRUPDQFH H[KLELWHG E\ PXWXDO IXQG PDQDJHUV LQ WKHLU ORFDO KROGLQJV
LV VXUSULVLQJ JLYHQ WKH SDXFLW\ RI HYLGHQFH RQ RYHUDOO IXQG SHUIRUPDQFH 'DQLHO *ULQEODWW 7LWPDQ
DQG :HUPHUV  IRU LQVWDQFH GRFXPHQW D PHUH  EDVLV SRLQWV SHU \HDU DFURVV DOO IXQGV LQ
WKH &'$ GDWDEDVH $JDLQ DOO RI WKLV SHUIRUPDQFH RFFXUV LQ WKH nUVW KDOI RI WKHLU VDPSOH 2XU
UHVXOWV LQGLFDWH WKDW ZKDW OLWWOH DELOLW\ DFWLYH PDQDJHUV KDYH DSSHDUV WR FRPH IURP DQ DGYDQWDJH LQ
JHRJUDSKLFDOO\ SUR[LPDWH nUPV +RZHYHU DV 7DEOH  GRFXPHQWV RQO\ DERXW  RI IXQG DVVHWV DUH
LQYHVWHG ORFDOO\ 6LQFH IXQGV DUH SURKLELWHG IURP KROGLQJ VL]HDEOH SRVLWLRQV LQ nUPV WKLV OLPLWV WKH
VL]H RI WKHLU ORFDO SRVLWLRQV SDUWLFXODUO\ LQ VPDOO JURZWK VWRFNV IURP UHPRWH ORFDWLRQV ,Q DGGLWLRQ
IXQGV PD\ QHHG WR PDLQWDLQ D ZHOOGLYHUVLnHG SRUWIROLR OLPLWLQJ WKH H[WHQW RI ORFDO LQYHVWPHQW WKH\
DUH ZLOOLQJ WR PDNH +HQFH ZH GR QRW VHH VLJQLnFDQW PXWXDO IXQG SHUIRUPDQFH ZKHQ H[DPLQLQJ
WKHLU HQWLUH SRUWIROLRV 2QH PLJKW DOVR ZRQGHU ZK\ PDQDJHUV GR QRW VLPSO\ ORFDWH LQ UHPRWH DUHDV
DQG UHDS WKH JDLQV IURP D ORFDO LQIRUPDWLRQ DGYDQWDJH +RZHYHU WKH n[HG FRVWV RI UHORFDWLQJ DQG
HVWDEOLVKLQJ FRPPXQLW\ WLHV ZKLFK FRXOG WDNH \HDUV PD\ SURKLELW VXFK DFWLYLW\ ,Q DGGLWLRQ IXQG
PDQDJHUV PD\ EH PRUH FRQFHUQHG ZLWK IXQG oRZV DQG RWKHU DWWULEXWHV VHH &KHYDOLHU DQG (OOLVRQ
  WKDW ZKLOH UHODWHG WR SHUIRUPDQFH PD\ DOVR EH DmHFWHG E\ ORFDWLRQ )RU LQVWDQFH LW
PD\ EH GHVLUHDEOH WR UHVLGH LQ ODUJH PHWURSROLWDQ DUHDV IRU FDUHHU FRQFHUQV VLQFH WKHVH PDUNHWV DUH
PRUH YLVLEOH DQG FRQWDLQ ODUJH LQVWLWXWLRQDO FOLHQWV
)LQDOO\ RXU PHWKRGRORJ\ DSSHDUV WR UHSUHVHQW D VHHPLQJO\ IHDVLEOH LQYHVWPHQW VWUDWHJ\ 2QH WKDW
LV ORQJ DOO RI WKH ORFDO KROGLQJV RI HYHU\ IXQG DQG VKRUW DOO RI WKHLU GLVWDQW KROGLQJV )XUWKHUPRUH
VLQFH CORFDO
 LV UHODWLYH WR D SDUWLFXODU IXQG PDQDJHU WKH DJJUHJDWH ORFDO PLQXV GLVWDQW CVWUDWHJ\

ZLOO EH JHRJUDSKLFDOO\ GLYHUVLnHG +RZHYHU VXFK D VWUDWHJ\ FRXOG RQO\ EH LPSOHPHQWHG LQ SUDFWLFH
LI PXWXDO IXQG SRVLWLRQV IURP TXDUWHUO\ 6(& nOLQJV FDQ EH DFFHVVHG LQ D WLPHO\ IDVKLRQ +HQFH
XQLQIRUPHG LQYHVWRUV PD\ QRW EH DEOH WR PLPLFN WKH SRVLWLRQV RI ORFDOLQIRUPHG LQYHVWRUV
 /RFDO ,QYHVWPHQW DQG WKH &URVV6HFWLRQ RI ([SHFWHG 6WRFN
5HWXUQV
,Q WKLV VHFWLRQ ZH VKLIW WKH IRFXV IURP WKH IXQG PDQDJHU WR WKH VWRFN ,I ORFDO LQYHVWRUV WHQG
WR EH EHWWHULQIRUPHG WKHQ D VWRFN
V GHJUHH RI ORFDO RZQHUVKLS PD\ UHDVRQDEO\ SUR[\ IRU KRZ
DV\PPHWULFDOO\LQIRUPHG LWV LQYHVWRUV DUH UHODWLYH WR WKH UHVW RI WKH PDUNHW 8VLQJ VXFK D PHDVXUH
ZH FDQ H[DPLQH ZKHWKHU DV\PPHWULF LQIRUPDWLRQ FDQ H[SODLQ FURVVVHFWLRQDO YDULDWLRQ LQ H[SHFWHG
VWRFN UHWXUQV ,Q DGGLWLRQ ZH FDQ DQDO\]H WKH UHODWLRQ EHWZHHQ RWKHU nUP FKDUDFWHULVWLFV NQRZQ WR
H[SODLQ DYHUDJH UHWXUQV VXFK DV VL]H DQG %(0( DQG RXU PHDVXUH
:H EHJLQ E\ LGHQWLI\LQJ VWRFNV KHOG SUHGRPLQDQWO\ E\ ORFDO LQYHVWRUV GHnQLQJ WKH ORFDO RZQHUVKLS
RI VWRFN M DV WKH GLmHUHQFH LQ WKH GLVWDQFH EHWZHHQ VWRFN M
V KHDGTXDUWHUV DQG DOO PXWXDO IXQG
PDQDJHUV DQG WKH GLVWDQFH EHWZHHQ LWV KHDGTXDUWHUV DQG WKRVH IXQG PDQDJHUV DFWXDOO\ LQYHVWLQJ LQ
WKH nUP 7KLV GLmHUHQFH LV WKHQ GLYLGHG E\ WKH VWDQGDUG GHYLDWLRQ RI WKH GLVWDQFH RI VWRFN M IURP








M LV WKH DYHUDJH GLVWDQFH VWRFN M LV IURP DOO PXWXDO IXQGV }0
M LV WKH VWDQGDUG GHYLDWLRQ RI
WKDW GLVWDQFH DQG GM LV WKH DYHUDJH GLVWDQFH VWRFN M LV IURP WKH IXQGV WKDW KROG LW $OO GLVWDQFHV
DUH YDOXHZHLJKWHG ZLWK GM FDOFXODWHG XVLQJ WKH GROODU DPRXQW HDFK IXQG LQYHVWV LQ VWRFN M DQG
G0
M FDOFXODWHG E\ ZHLJKWLQJ GLVWDQFHV EHWZHHQ nUP M DQG DOO IXQGV E\ HDFK IXQG
V WRWDO DVVHW YDOXH
7KXV LI D VWRFN LV KHOG E\ WKH PDUNHW RI IXQGV LW ZLOO KDYH DQ /2 PHDVXUH RI ]HUR DQG LI LW LV KHOG
SUHGRPLQDQWO\ E\ ORFDO IXQGV WKHQ /2 ZLOO EH VLJQLnFDQWO\ SRVLWLYH
 )DPD0DF%HWK 5HJUHVVLRQV
8VLQJ WKLV ORFDO RZQHUVKLS YDULDEOH ZH FRQGXFW )DPD DQG 0DF%HWK  FURVVVHFWLRQDO UHJUHVVLRQV
RQ WKH XQLYHUVH RI VWRFNV EHLQJ KHOG E\ DW OHDVW RQH RI RXU PXWXDO IXQGV (DFK PRQWK WKH FURVV
VHFWLRQ RI VWRFN UHWXUQV DUH UHJUHVVHG RQ ORFDO RZQHUVKLS DQG D QXPEHU RI YDULDEOHV NQRZQ WR DFFRXQW
IRU FURVVVHFWLRQDO YDULDWLRQ LQ H[SHFWHG UHWXUQV 6SHFLnFDOO\ DW WLPH W H[FHVV VWRFN UHWXUQV DUH
UHJUHVVHG RQ D FRQVWDQW VL]H WKH ORJ RI PDUNHW FDSLWDOL]DWLRQ IURP WKH SULRU PRQWK %(0( SDVW
RQHPRQWK nUP UHWXUQ UHWb￿￿b￿ FXPXODWLYH UHWXUQ RQ WKH VWRFN IURP W b  WR W b  UHWb￿￿￿b￿
FXPXODWLYH UHWXUQ RQ WKH VWRFN IURP W b  WR W b  UHWb￿￿￿b￿￿ SDVW \HDU
V LQGXVWU\ UHWXUQ
LQGb￿￿￿b￿ SDVW \HDU
V UHJLRQDO UHWXUQ UHJb￿￿￿b￿ D UHPRWH FLW\ GXPP\ YDULDEOH LQGLFDWLQJ LI
WKH nUP
V KHDGTXDUWHUV UHVLGHV LQ D FLW\ DW OHDVW  NLORPHWHUV DZD\ IURP DQ\ RI WKH  ODUJHVW
SRSXODWHG FLWLHV DQG WKH ORFDO RZQHUVKLS PHDVXUH &RHpFLHQWV DUH DYHUDJHG RYHU WLPH LQ WKH VW\OH
RI )DPD DQG 0DF%HWK  DQG UHSRUWHG LQ 7DEOH  DORQJ ZLWK WKHLU WLPHVHULHV WVWDWLVWLFV 7KH
ORFDO RZQHUVKLS YDULDEOH LV KLJKO\ VLJQLnFDQW LQ FDSWXULQJ WKH FURVVVHFWLRQ RI H[SHFWHG UHWXUQV
+RZHYHU FRPSDULQJ WKH UHJUHVVLRQ FRHpFLHQWV RQ WKH RWKHU FKDUDFWHULVWLFV WR WKRVH UXQ ZLWKRXW
WKH /2 PHDVXUH QHJOLJLEOH GLmHUHQFHV DUH GHWHFWHG +HQFH WKH RWKHU FKDUDFWHULVWLFV FRQWLQXH WR
DFFRXQW IRU FURVVVHFWLRQDO YDULDWLRQ LQ UHWXUQV DQG GR QRW DSSHDU WR EH DmHFWHG E\ WKH LQFOXVLRQ RI
RXU YDULDEOH
)RU UREXVWQHVV ZH DOVR UHSODFH /2 ZLWK WKH SHUFHQWLOH UDQN RI /2 7KH UHVXOWV DUH YLUWXDOO\
LGHQWLFDO )LQDOO\ ZH DOVR XVH D SDLU RI GXPP\ YDULDEOHV WR FDSWXUH ORFDO RZQHUVKLS 7KH nUVW RQH
LQGLFDWHV LI WKH VWRFN
V /2 PHDVXUH LV LQ WKH ORZHVW TXLQWLOH /'ORZ DQG WKH VHFRQG LQGLFDWHV LI
WKH VWRFN
V /2 PHDVXUH UDQNV LQ WKH PLGGOH WKUHH TXLQWLOHV /'PLG 7KHVH WZR GXPP\ YDULDEOHV
DUH HPSOR\HG WR KHOS FDSWXUH D QRQOLQHDU UHODWLRQ EHWZHHQ ORFDO RZQHUVKLS DQG DYHUDJH UHWXUQV
)RU LQVWDQFH EH\RQG D FHUWDLQ GLVWDQFH LQYHVWRUV PD\ EH HTXDOO\ XQLQIRUPHG +HQFH nUPV QRW LQ
WKH WRS TXLQWLOH RI ORFDO RZQHUVKLS PD\ KDYH VLPLODU DYHUDJH UHWXUQV 7DEOH  LQGLFDWHV WKDW WKH
FRHpFLHQWV RQ /'ORZ DQG /'PLG ZKLFK DUH LQWHUSUHWHG DV GHYLDWLRQV IURP WKH WRS TXLQWLOH DUH
VLPLODU +HQFH EH\RQG WKH WRS TXLQWLOH RI /2 WKHUH LV D ZHDN UHODWLRQ EHWZHHQ ORFDO RZQHUVKLS DQG
H[SHFWHG UHWXUQV 7KH UHVXOWV VWURQJO\ VXJJHVW WKDW DV\PPHWULF LQIRUPDWLRQ DV SUR[LHG E\ RXU ORFDO
RZQHUVKLS PHDVXUH LV UHODWHG WR WKH FURVVVHFWLRQ RI H[SHFWHG VWRFN UHWXUQV ,Q SDUWLFXODU nUPV
ZLWK KLJKO\ DV\PPHWULFDOO\LQIRUPHG LQYHVWRUV HDUQ D VLJQLnFDQW UHWXUQ SUHPLXP
 /RFDO 2ZQHUVKLS 7UDGLQJ 6WUDWHJLHV
$Q DOWHUQDWLYH PHWKRG IRU DVVHVVLQJ WKH SUHPLXP IRU ORFDOO\ RZQHG nUPV LV WR IRUP DQ LQYHVWPHQW
VWUDWHJ\ ZKLFK EX\V VWRFNV LQ WKH WRS TXLQWLOH RI ORFDO RZQHUVKLS DQG VKRUWV WKRVH LQ WKH ERWWRP
TXLQWLOH 7KLV VWUDWHJ\ H[SORLWV WKH LQIRUPDWLRQDO FRQWHQW RI PXWXDO IXQG PDQDJHUV ZLWKRXW DFTXLULQJ
RU PRQLWRULQJ WKDW LQIRUPDWLRQ DQG JHQHUDWHV D JHRJUDSKLFDOO\GLYHUVLnHG SRUWIROLR 7KLV DQDO\VLV
DOVR SURYLGHV D UREXVWQHVV FKHFN RQ RXU SUHYLRXV UHVXOWV DQG PD\ VKHG OLJKW RQ WKH UHODWLRQ EHWZHHQ
ORFDO RZQHUVKLS DQG H[SHFWHG UHWXUQV
(YHU\ PRQWK ZH VRUW VWRFNV LQWR TXLQWLOHV EDVHG RQ /2 IURP WKH SUHYLRXV TXDUWHU 7KH YDOXH
ZHLJKWHG UHWXUQ RI WKH TXLQWLOH SRUWIROLRV DUH FRPSXWHG HYHU\ PRQWK DQG WLPHVHULHV DYHUDJHV DQG
WVWDWLVWLFV DUH UHSRUWHG IRU WKH KLJKHVW DQG ORZHVW TXLQWLOHV /2D Q G/2 UHVSHFWLYHO\ DV ZHOO DV
WKH GLmHUHQFH LQ UHWXUQV EHWZHHQ WKHP /2 b  LQ 7DEOH  )LUPV LQ WKH KLJKHVW ORFDO RZQHUVKLS
TXLQWLOH RXWSHUIRUP nUPV LQ WKH ORZHVW /2 TXLQWLOH E\  EDVLV SRLQWV SHU PRQWK RYHU RXU VDPSOH
SHULRG +RZHYHU WKH VWDWLVWLFDO VLJQLnFDQFH RI WKLV VSUHDG LV PDUJLQDO )XUWKHUPRUH DGMXVWLQJ IRU
IDFWRUV UHODWHG WR H[SHFWHG UHWXUQV QRWDEO\ VL]H %(0( DQG PRPHQWXP WKH UHWXUQ RQ /2 b 
GURSV WR  EDVLV SRLQWV SHU PRQWK EXW LV VWDWLVWLFDOO\ QRW GLmHUHQW IURP ]HUR :H HPSOR\ WZR UHWXUQ
DGMXVWPHQW SURFHGXUHV 7KH nUVW LV WKH '*7: PDWFKHG SRUWIROLR PHWKRG GLVFXVVHG LQ 6HFWLRQ 
DQG WKH VHFRQG LV VLPLODU WR &DUKDUW  7KH ODWWHU PHWKRG UHJUHVVHV WKH WLPHVHULHV RI /2b
SRUWIROLR UHWXUQV RQ WKH &DUKDUW  IRXU IDFWRU PRGHO FRQVLVWLQJ RI WKH WKUHH )DPD DQG )UHQFK
 IDFWRUV ^ H[FHVV UHWXUQ RQ WKH PDUNHW &563 YDOXHZHLJKWHG LQGH[ PLQXV RQH PRQWK 7UHDVXU\
%LOO UDWH D ]HURFRVW SRUWIROLR ORQJ VPDOO VWRFNV DQG VKRUW ODUJH VWRFNV DQG D ]HURFRVW SRUWIROLR
ORQJ KLJK %(0( nUPV DQG VKRUW ORZ %(0( nUPV SOXV D PRPHQWXP EHQFKPDUN ^ D SRUWIROLR
ZKLFK LV ORQJ KLJK SDVW \HDU UHWXUQ VWRFNV DQG VKRUW ORZ SDVW \HDU UHWXUQ VWRFNV 7KH LQWHUFHSW IURP
WKLV UHJUHVVLRQ HJ -HQVHQ
V m UHSUHVHQWV WKH DEQRUPDO UHWXUQ WR RXU VWUDWHJ\
2XU PHDVXUH RI ORFDO RZQHUVKLS LV GHVLJQHG WR FDSWXUH WKH H[WHQW WR ZKLFK D nUP
V VWRFN LV KHOG
E\ DV\PPHWULFDOO\ LQIRUPHG LQYHVWRUV ,GHDOO\ ZH ZRXOG OLNH WR FRPSXWH D PHDVXUH WKDW FDSWXUHV
WKH LQYHVWPHQW PDGH E\ HPSOR\HHV LQVLGHUV DQG VXSSOLHUV RI WKH nUP DV ZHOO DV RWKHU JHRJUDSKLFDOO\
SUR[LPDWH LQYHVWRUV ERWK LQGLYLGXDOV DQG LQVWLWXWLRQV +RZHYHU JLYHQ WKDW ZH RQO\ KDYH PXWXDO
IXQG KROGLQJ SRVLWLRQV RXU PHDVXUH RI DV\PPHWULF LQIRUPDWLRQ LV OLNHO\ YHU\ QRLV\ +HQFH LW LV
UHPDUNDEOH WKDW RXU PHDVXUH LV HYHQ ZHDNO\ UHODWHG WR DYHUDJH UHWXUQV +RZHYHU ZH PD\ EH DEOH
WR UHGXFH WKH QRLVH RI RXU ORFDO RZQHUVKLS PHDVXUH E\ H[DPLQLQJ LWV UHODWLRQ WR H[SHFWHG UHWXUQV
ZLWKLQ D VXEVHW RI nUPV )RU LQVWDQFH DPRQJ VPDOO nUPV ORFDO PXWXDO IXQG PDQDJHUV PD\ FRPSULVH
D VLJQLnFDQW IUDFWLRQ RI VKDUH RZQHUVKLS 2Q WKH RWKHU KDQG DPRQJ WKH ODUJHVW nUPV RXU VDPSOH
RI PXWXDO IXQGV OLNHO\ FRPSULVH D YHU\ VPDOO IUDFWLRQ RI VKDUH RZQHUVKLS +HQFH ZH PLJKW H[SHFW
RXU ORFDO RZQHUVKLS PHDVXUH WR EH D EHWWHU SUR[\ IRU DV\PPHWULF LQIRUPDWLRQ DPRQJ VPDOOHU nUPV
,Q DGGLWLRQ VPDOO nUPV DUH OLNHO\ WR EH PRUH QHJOHFWHG E\ GLVWDQW LQYHVWRUV DQG ZHUH SUHYLRXVO\
VKRZQ WR EH UHODWHG WR WKH GHJUHH RI ORFDO LQYHVWPHQW +HQFH RXU /2 PHDVXUH VKRXOG KDYH PRUH
H[SODQDWRU\ SRZHU DPRQJ WKH VPDOOHVW nUPV
7DEOH  GLVSOD\V WKH DYHUDJH PRQWKO\ UHWXUQV RI SRUWIROLRV VRUWHG nUVW DFFRUGLQJ WR nUP VL]H
LQWR WUHWLOHV DQG WKHQ VRUWHG E\ RXU ORFDO RZQHUVKLS PHDVXUH LQWR TXLQWLOHV 6WRFNV DUH YDOXH
ZHLJKWHG ZLWKLQ WKHVH  SRUWIROLRV DQG UDZ DQG ULVNDGMXVWHG UHWXUQV DUH UHSRUWHG IRU WKH KLJKHVW
DQG ORZHVW TXLQWLOHV DV ZHOO DV WKH GLmHUHQFH EHWZHHQ WKHP ZLWKLQ HDFK VL]H FDWHJRU\ 7KH GLmHUHQFH
LQ UHWXUQV EHWZHHQ /2D Q G/2 LV VXEVWDQWLDO DPRQJ WKH VPDOOHVW nUPV HYHQ ZKHQ ZH DFFRXQW IRU
VL]H %(0( DQG PRPHQWXP SUHPLD +RZHYHU DPRQJ WKH ODUJHVW nUPV QR GHWHFWDEOH GLmHUHQFH
EHWZHHQ /2D Q G/2 H[LVWV ,Q DGGLWLRQ ZH nUVW VRUW VWRFNV E\ WKHLU IUDFWLRQ RI HTXLW\ KHOG
E\ PXWXDO IXQGV ^ GHnQHG IRU nUP M DV WKH QXPEHU RI VKDUHV RI VWRFN M KHOG E\ DOO PXWXDO IXQGV
GLYLGHG E\ WKH QXPEHU RI VKDUHV RXWVWDQGLQJ RI nUP M $JDLQ ZH H[SHFW RXU /2 P H D V X U HW RE H
PRUH PHDQLQJIXO DPRQJ nUPV ZKHUH PXWXDO IXQGV FRPSULVH D JUHDWHU IUDFWLRQ RI RZQHUVKLS 7DEOH 
FRQnUPV RXU LQWXLWLRQ DV WKH /2b VSUHDG DPRQJ nUPV ZLWK WKH KLJKHVW PXWXDO IXQG RZQHUVKLS
LV DOPRVW  SHU \HDU DQG EHWZHHQ  DQG  SHU \HDU DIWHU DGMXVWLQJ IRU VL]H %(0( DQG
PRPHQWXP )LQDOO\ ZH DOVR nUVW VRUW VWRFNV E\ %(0( VLQFH ORFDO LQYHVWPHQW WHQGV WR EH VWURQJHU
DPRQJ JURZWK VWRFNV $V SUHGLFWHG WKH /2 b  VSUHDG LV VWURQJHVW DPRQJ ORZ %(0( JURZWK
nUPV +RZHYHU WKLV VSUHDG GLVDSSHDUV RQFH ZH DGMXVW UHWXUQV IRU ULVN 2Q WKH RWKHU KDQG JURZWK
nUPV WHQG WR KDYH ODUJHU DQDO\VW IROORZLQJ DQG JUHDWHU LQYHVWRU LQWHUHVW￿￿ +HQFH LW PD\ QRW EH
VXUSULVLQJ WKDW WKH UHODWLRQ EHWZHHQ /2 DQG H[SHFWHG UHWXUQV LV DPELJXRXV IRU JURZWK nUPV
2YHUDOO WKH DEQRUPDO UHWXUQV RQ WKH /2 b  VWUDWHJ\ DUH VWULNLQJ JLYHQ RXU QRLV\ SUR[\ IRU
DV\PPHWULF LQIRUPDWLRQ DQG WKH IDFW WKDW ZH DGMXVW IRU IDFWRUV NQRZQ WR H[SODLQ D VL]HDEOH SRUWLRQ RI
WKH FURVVVHFWLRQDO YDULDWLRQ LQ UHWXUQV ,Q DGGLWLRQ XQOLNH RWKHU YDULDEOHV VKRZQ WR SUHGLFW UHWXUQV
HJ VL]H %(0( DQG SDVW UHWXUQV RXU PHDVXUH LV QRW EDVHG RQ PDUNHW YDOXDWLRQ LH WKH VWRFN
V
SULFH +HQFH RXU UHVXOWV DUH IUHH IURP WKH FULWLFLVP RI %DOO  DQG %HUN ￿￿
 7KH %HKDYLRU RI ,QIRUPHG ,QYHVWRUV
+DYLQJ PRXQWHG VXEVWDQWLDO HYLGHQFH LQ VXSSRUW RI WKH K\SRWKHVLV WKDW ORFDO LQYHVWRUV DUH LQIRUPHG
LQYHVWRUV ZH QRZ SURFHHG WR H[DPLQH WKH EHKDYLRU RI ORFDO LQYHVWRUV PRUH FORVHO\ %\ H[DPLQLQJ
ORFDO LQYHVWRU EHKDYLRU ZH PD\ OHDUQ KRZ WR EHWWHU FKDUDFWHUL]H LQIRUPHG LQYHVWRUV :H EHJLQ E\
IRFXVLQJ RQ WUDGLQJ DFWLYLW\ ,I IXQG PDQDJHUV UHFHLYH EHWWHU LQIRUPDWLRQ DERXW ORFDO HTXLWLHV WKHQ
WXUQRYHU LQ WKHVH LQYHVWPHQWV PD\ GLmHU VLJQLnFDQWO\ IURP QRQORFDO LQYHVWPHQWV
:H FDSWXUH WKH UHODWLRQVKLS EHWZHHQ ORFDO LQYHVWPHQW DQG WUDGLQJ DFWLYLW\ E\ UHJUHVVLQJ WKH
DEQRUPDO WXUQRYHU RI D IXQG LQ D SDUWLFXODU VWRFN RQ WKH ORFDO ELDV RI WKDW KROGLQJ DV ZHOO DV D
YDULHW\ RI nUP DQG IXQG FKDUDFWHULVWLFV 7KH UHJUHVVLRQV DUH VLPLODU WR WKRVH LQ 6HFWLRQ  +HUH WKH
GHSHQGHQW YDULDEOH LV WKH FURVVVHFWLRQ RI HDFK IXQG
V DEQRUPDO WXUQRYHU LQ D JLYHQ VWRFN )RU IXQG L
KROGLQJ VWRFN M DEQRUPDO WXUQRYHU LV GHnQHG DV IXQG L
V WXUQRYHU LQ nUP M PLQXV WKH H[SHFWHG OHYHO
RI WXUQRYHU LQ VWRFN M :H GHnQH WXUQRYHU DV WKH QXPEHU RI VKDUHV ERXJKW RU VROG RI nUP M GLYLGHG













ZKHUH +LM￿W LV WKH QXPEHU RI VKDUHV IXQG L KROGV LQ VWRFN M DW WLPH W 7KH H[SHFWHG YDOXH RI WXUQRYHU
LQ nUP M LV DSSUR[LPDWHG E\ WKH DYHUDJH GDLO\ WUDGLQJ YROXPH LQ nUP M GLYLGHG E\ VKDUHV RXWVWDQGLQJ
￿￿6HH ’DQLHO DQG 7LWPDQ ￿￿￿￿￿￿￿ ’DQLHO￿ +LUVKOHLIHU￿ DQG 6XEUDKPDQ\DP ￿￿￿￿￿￿￿ +RQJ￿ /LP￿ DQG 6WHLQ ￿￿￿￿￿￿￿ DQG
/HH DQG 6ZDPLQDWKDQ ￿￿￿￿￿￿ IRU VRPH HYLGHQFH RI WKLV￿
￿￿%RWK %DOO ￿￿￿￿￿￿ DQG %HUN ￿￿￿￿￿￿ SRLQW RXW WKDW DQ\ PLVVSHFLnFDWLRQ RI WKH DVVHW SULFLQJ PRGHO ZLOO UHVXOW LQ YDUL￿
DEOHV WKDW LQFOXGH D PDUNHW￿EDVHG PHDVXUH VXFK DV SULFH KDYLQJ H[SODQDWRU\ SRZHU IRU DYHUDJH UHWXUQV￿ &RQVHTXHQWO\￿
LW LV GLpFXOW WR GLVWLQJXLVK ZKHWKHU VXFK YDULDEOHV DUH HFRQRPLFDOO\ UHODWHG WR UHWXUQV RU DUH VSXULRXVO\ UHODWHG GXH
WR PRGHO PLVVSHFLnFDWLRQ￿
RYHU WKH SULRU \HDU :H HPSOR\ DEQRUPDO WXUQRYHU WR FRQWURO IRU JHQHUDO WUDGLQJ DFWLYLW\ LQ D VWRFN
WKDW LV XQUHODWHG WR JHRJUDSK\ 7KH PHDQ DEQRUPDO WXUQRYHU PHDVXUH DFURVV DOO IXQGV LV VWDWLVWLFDOO\
QHJOLJLEOH IURP ]HUR LQ HYHU\ TXDUWHU
$V QRWHG LQ 6HFWLRQ  ORFDO ELDV LV UHODWHG WR D YDULHW\ RI IXQG DQG nUP FKDUDFWHULVWLFV PDQ\
RI ZKLFK PD\ DOVR EH UHODWHG WR WXUQRYHU ,Q RUGHU WR HOLPLQDWH FRQIRXQGLQJ IDFWRUV LQoXHQFLQJ
WKH IUHTXHQF\ RI WUDGH LQ D VWRFN DV ZHOO DV LWV UHODWLRQ WR JHRJUDSKLF SUR[LPLW\ ZH LQFOXGH WKHVH
YDULDEOHV LQ RXU UHJUHVVLRQ 7KH LQGHSHQGHQW YDULDEOHV DUH WKH VDPH IXQG DQG VWRFN DWWULEXWHV XVHG
LQ 6HFWLRQ  DQG 7DEOH  SOXV WKH SHUFHQW ORFDO ELDV RI HDFK IXQG KROGLQJ GHnQHG LQ HTXDWLRQ 
$JDLQ FURVVVHFWLRQDO UHJUHVVLRQV DUH FRQGXFWHG HDFK TXDUWHU DQG WKH WLPHVHULHV DYHUDJH RI WKH
FRHpFLHQWV DQG WKHLU FRUUHVSRQGLQJ WVWDWLVWLFV DUH FDOFXODWHG LQ WKH VW\OH RI )DPD DQG 0DF%HWK
 DQG UHSRUWHG LQ 7DEOH 
&RQWUROOLQJ IRU QRQJHRJUDSKLF IDFWRUV LQoXHQFLQJ WUDGH 7DEOH  LQGLFDWHV WKDW WXUQRYHU LV KLJKO\
QHJDWLYHO\ UHODWHG WR ORFDO ELDV 0DQDJHUV DSSHDU WR WUDGH IDU PRUH IUHTXHQWO\ LQ WKHLU GLVWDQW KROG
LQJV WKDQ WKHLU ORFDO KROGLQJV 7KLV UHVXOW VXJJHVWV WKDW WKH NLQG RI LQIRUPDWLRQ ORFDO PDQDJHUV
REWDLQ VHHPV WR EH ORQJHUWHUP IXQGDPHQWDO LQIRUPDWLRQ ZKLFK FDQQRW EH H[SORLWHG TXLFNO\ 2Q WKH
RWKHU KDQG PDQDJHU YLHZV RQ GLVWDQW KROGLQJV DSSHDU PRUH YRODWLOH 7KH UHVXOWV DUH DOVR FRQVLVWHQW
ZLWK LQWHUQDWLRQDO HYLGHQFH GRFXPHQWLQJ KLJKHU WXUQRYHU IRU IRUHLJQ LQYHVWRUV WKDQ GRPHVWLF RQHV
VHH 7HVDU DQG :HUQHU  %RWK %UHQQDQ DQG &DR  DQG &RYDO  RmHU DV\PPHWULF
LQIRUPDWLRQ PRGHOV WKDW JHQHUDWH WKHVH UHVXOWV )RU LQVWDQFH LQ WKH %UHQQDQ DQG &DR  PRGHO
GLVWDQW IRUHLJQ LQYHVWRUV WUDGH PRUH GXH WR XQFHUWDLQW\ DERXW D ORFDO SXEOLF VLJQDO ZKLFK RQO\ ORFDO
LQYHVWRUV NQRZ $OWHUQDWLYHO\ WKH KLJKHU WXUQRYHU LQ GLVWDQW nUPV PD\ EH GXH WR D FRQFHUQ IRU KHGJ
LQJ QRQWUDGDEOH JRRGV KDYLQJ OLWWOH WR GR ZLWK LQIRUPDWLRQ DV\PPHWULHV￿￿ ,Q DGGLWLRQ RXU UHVXOWV
PD\ EH FRQVLVWHQW ZLWK RYHUFRQnGHQFH DPRQJ PXWXDO IXQG PDQDJHUV $V 'DQLHO +LUVKOHLIHU DQG
6XEUDKPDQ\DP   DQG *HUYDLV DQG 2GHDQ  DUJXH LQYHVWRUV DUH PRUH RYHUFRQnGHQW
DERXW VHFXULWLHV ZKLFK DUH GLpFXOW WR DVVHVV DQG YDOXH ,I GLVWDQW nUPV DUH PRUH GLpFXOW IRU PXWXDO
IXQG PDQDJHUV WR PRQLWRU DQG YDOXH WKHQ WKH\ PD\ EH PRUH RYHUFRQnGHQW LQ WKHLU DVVHVVPHQW RI
WKHVH nUPV UHVXOWLQJ LQ LQFUHDVHG WUDGLQJ DFWLYLW\ DV *HUYDLV DQG 2GHDQ  VXJJHVW
,Q DGGLWLRQ WR H[DPLQLQJ WUDGLQJ DFWLYLW\ IURP D IXQGKROGLQJ SHUVSHFWLYH ZH DOVR DQDO\]H PXWXDO
IXQG WUDGHV IURP D VWRFN SHUVSHFWLYH /DNRQLVKRN 6KOHLIHU DQG 9LVKQ\  *ULQEODWW 7LWPDQ
DQG :HUPHUV  DQG :HUPHUV  GRFXPHQW KHUGLQJ EHKDYLRU DPRQJ PXWXDO IXQG PDQ
￿￿)RU PRGHOV HPSOR\LQJ D QRQ￿WUDGHG JRRGV KHGJLQJ DUJXPHQW VHH 6WXO] ￿￿￿￿￿￿￿ 6WRFNPDQ DQG ’HOODV ￿￿￿￿￿￿￿ DQG
6HUUDW ￿￿￿￿￿￿￿
DJHUV :H FRQVLGHU ZKHWKHU KHUGLQJ DFWLYLW\ GLmHUV DFURVV VWRFNV DFFRUGLQJ WR WKHLU GHJUHH RI ORFDO
RZQHUVKLS 6LPLODU WR 6HFWLRQ  ZH UXQ )DPD0DF%HWK FURVVVHFWLRQDO UHJUHVVLRQV RI D PHDVXUH RI
KHUGLQJ IRU HDFK VWRFN RQ VHYHUDO nUP FKDUDFWHULVWLFV SOXV WKH ORFDO RZQHUVKLS PHDVXUH IURP HTXDWLRQ
 7KH KHUGLQJ PHDVXUH IRU VWRFN M LV VLPLODU WR WKDW RI /DNRQLVKRN 6KOHLIHU DQG 9LVKQ\ 
DQG :HUPHUV  :H FRPSXWH WKH DEVROXWH YDOXH RI WKH IUDFWLRQ RI IXQGV WUDGLQJ LQ VWRFN M
WKDW DUH EX\HUV OHVV WKH IUDFWLRQ RI WUDGHV LQ DOO VWRFNV WKDW DUH EX\V GXULQJ WLPH W 6SHFLnFDOO\ RXU













ZKHUH EX\HUVM￿W UHoHFWV WKH QXPEHU RI IXQGV ZKLFK LQFUHDVHG WKHLU KROGLQJV RI nUP M LQ SHULRG
W WUDGHUVM￿W PHDVXUHV WKH QXPEHU RI IXQGV ZKLFK FKDQJHG WKHLU KROGLQJV RI nUP M LQ SHULRG W
EX\VW LV WKH WRWDO QXPEHU RI SXUFKDVHV PDGH E\ DOO PXWXDO IXQGV LQ SHULRG W DQG WUDGHV LV
WKH WRWDO QXPEHU RI WUDGHV LQ SHULRG W 7KH H[SODQDWRU\ YDULDEOHV LQ RXU UHJUHVVLRQ DUH WKH nUP
FKDUDFWHULVWLFV IURP WKH VHFRQG URZ RI 7DEOH  VL]H ORJ RI PDUNHW FDSLWDOL]DWLRQ %(0( SDVW
PRQWK \HDU DQG WKUHH \HDU UHWXUQ RI WKH VWRFN SDVW \HDU UHWXUQ RI WKH VWRFN
V LQGXVWU\ DQG UHJLRQ
D UHPRWH FLW\ LQGLFDWRU YDULDEOH DQG WKH ORFDO RZQHUVKLS PHDVXUH IURP HTXDWLRQ  7LPHVHULHV
DYHUDJH FRHpFLHQWV IURP WKH UHJUHVVLRQ DUH UHSRUWHG LQ 7DEOH 
7KH ORFDO RZQHUVKLS PHDVXUH LV KLJKO\ VLJQLnFDQW LQ H[SODLQLQJ PXWXDO IXQG KHUG EHKDYLRU 7KHUH
LV D VWURQJ LQYHUVH UHODWLRQVKLS EHWZHHQ KHUGLQJ DFWLYLW\ DQG JHRJUDSKLF SUR[LPLW\ )XQG PDQDJHUV
DSSHDU WR KHUG PRVW VWURQJO\ LQ GLVWDQW nUPV ^ EUHDNLQJ DZD\ IURP WKH KHUG LQ WKHLU ORFDO LQYHVW
PHQWV 7KLV LV DJDLQ FRQVLVWHQW ZLWK ORFDO LQYHVWRUV KDYLQJ VXSHULRU LQIRUPDWLRQ LQ ORFDO nUPV UHODWLYH
WR RXWVLGHUV
 &RQFOXVLRQ
7KH UROH RI DV\PPHWULF LQIRUPDWLRQ LQ GHWHUPLQLQJ HTXLOLEULXP DVVHW SULFHV ZKLOH LPSRUWDQW LQ
WKHRUHWLFDO ZRUN KDV SURYHQ GLpFXOW WR DVVHVV HPSLULFDOO\ 7KLV SDSHU RmHUV D XQLTXH PHWKRG
RI LGHQWLI\LQJ nUPV KHOG E\ DV\PPHWULFDOO\LQIRUPHG LQYHVWRUV ,QYHVWRUV ZKLFK DUH ORFDWHG QHDU
SRWHQWLDO LQYHVWPHQWV ZH DUJXH KDYH VLJQLnFDQW LQIRUPDWLRQDO DGYDQWDJHV UHODWLYH WR WKH UHVW RI WKH
PDUNHW :H nQG DFWLYH PXWXDO IXQG PDQDJHUV H[KLELW D VWURQJ SUHIHUHQFH IRU JHRJUDSKLFDOO\ ORFDO
VWRFNV 7KLV SUHIHUHQFH DSSHDUV WR EH GULYHQ E\ DQ LQIRUPDWLRQDO DGYDQWDJH WKH\ SRVVHVV LQ HYDOXDWLQJ
ORFDO FRPSDQLHV 'HVSLWH D FROOHFWLRQ RI SDSHUV GRFXPHQWLQJ PXWXDO IXQG XQGHUSHUIRUPDQFH RU ODFN
RI SHUIRUPDQFH ZH nQG VXEVWDQWLDO DEQRUPDO SHUIRUPDQFH LQ WKH ORFDO SRVLWLRQV RI DFWLYH PDQDJHUV
0RUHRYHU WKH SURSHQVLW\ WR LQYHVW ORFDOO\ DQG WKH SHUIRUPDQFH LQ ORFDO VWRFNV LV PRVW SURQRXQFHG
DPRQJ VPDOO IXQGV ZLWK FRQFHQWUDWHG KROGLQJV UHVLGLQJ LQ VPDOO UHPRWH FLWLHV 7KH WUDGLQJ DFWLYLW\
RI IXQGV LV DOVR FRQVLVWHQW ZLWK IXQG PDQDJHUV KDYLQJ VXSHULRU LQIRUPDWLRQ DERXW ORFDO VWRFNV
8VLQJ JHRJUDSKLF SUR[LPLW\ DV D PHDVXUH RI DV\PPHWULF LQIRUPDWLRQ ZH WKHQ WHVW WKH HFRQRPLF
LQoXHQFH RI DV\PPHWULF LQIRUPDWLRQ RQ HTXLW\ SULFHV :H GRFXPHQW D SRVLWLYH UHODWLRQ EHWZHHQ DYHU
DJH UHWXUQV DQG WKH GHJUHH RI LQIRUPHG LQYHVWPHQW LQ D nUP 7KLV nQGLQJ LV FRQVLVWHQW ZLWK HTXLOLE
ULXP DVVHW SULFLQJ WKHRU\ XQGHU KHWHURJHQHRXVO\ LQIRUPHG LQYHVWRUV ZKLFK SULRU WR WKLV VWXG\ KDV
HOXGHG HPSLULFDO YHULnFDWLRQ 2XU PHDVXUH RI DV\PPHWULF LQIRUPDWLRQ DOWKRXJK QRLV\ PDQDJHV WR
JHQHUDWH UHPDUNDEOH H[SODQDWRU\ SRZHU IRU WKH FURVVVHFWLRQ RI H[SHFWHG HTXLW\ UHWXUQV LQGHSHQGHQW
RI IDFWRUV NQRZQ WR FDSWXUH VWRFN UHWXUQ YDULDWLRQ 7RJHWKHU WKHVH UHVXOWV HVWDEOLVK QHZ HYLGHQFH
RQ LQIRUPHG WUDGLQJ DQG LWV LQoXHQFH RQ HTXLOLEULXP DVVHW SULFHV
2XU UHVXOWV DOVR SURYLGH QHZ LQVLJKWV LQWR WKH PXWXDO IXQG LQGXVWU\ RmHULQJ UDUH HYLGHQFH RI
PXWXDO IXQG VWRFN VHOHFWLRQ DELOLW\ DQG VKHG OLJKW RQ WKH SURSHQVLW\ WR LQYHVW ORFDOO\ LQFOXGLQJ
SHUKDSV WKH LQWHUQDWLRQDO KRPH ELDV SX]]OH %\ GRFXPHQWLQJ WKH UHODWLRQVKLS EHWZHHQ ORFDO ELDV
DQG IXQG WUDGLQJ DFWLYLW\ ZH RmHU LQVLJKWV LQWR WKH EHKDYLRU RI DV\PPHWULFDOO\LQIRUPHG LQYHVWRUV
DQG LGHQWLI\ SHUKDSV WKH nUVW VHW RI LQYHVWRUV ZKLFK DSSHDU EHWWHU LQIRUPHG WKDQ WKH UHVW RI WKH
PDUNHW )LQDOO\ RXU nQGLQJV FRQWULEXWH WR D JURZLQJ OLWHUDWXUH RQ WKH HFRQRPLF LPSRUWDQFH RI
JHRJUDSK\
5HIHUHQFHV
$GPDWL $QDW 5  $ 1RLV\ 5DWLRQDO ([SHFWDWLRQV (TXLOLEULXP IRU 0XOWL$VVHW 6HFXULWLHV 0DU
NHWV (FRQRPHWULFD  
$XGUHWVFK 'DYLG % DQG 0DU\DQQ 3 )HOGPDQ  5	' VSLOORYHUV DQG WKH JHRSJUDSK\ RI LQQR
YDWLRQ DQG SURGXFWLRQ $PHULFDQ (FRQRPLF 5HYLHZ  
$XGUHWVFK 'DYLG % DQG 3DXOD ( 6WHSKDQ  &RPSDQ\6FLHQWLVW ORFDWLRQDO OLQNV 7KH FDVH RI
ELRWHFKQRORJ\ $PHULFDQ (FRQRPLF 5HYLHZ  
%DOO 5  $QRPDOLHV LQ UHODWLRQV EHWZHHQ VHFXULWLHV
 \LHOGV DQG \LHOGVXUURJDWHV -RXUQDO RI
)LQDQFLDO (FRQRPLFV  
%DQ] 5ROI :  7KH UHODWLRQVKLS EHWZHHQ UHWXUQ DQG PDUNHW YDOXH RI FRPPRQ VWRFNV -RXUQDO
RI )LQDQFLDO (FRQRPLFV  
%HUN -RQDWKDQ %  $ FULWLTXH RI VL]HUHODWHG DQRPDOLHV 5HYLHZ RI )LQDQFLDO 6WXGLHV    

%ODFN )LVFKHU  &DSLWDO PDUNHW HTXLOLEULXP ZLWK UHVWULFWHG ERUURZLQJ -RXUQDO RI %XVLQHVV  

%ORFN 6DQGUD )HEUXDU\   )LQGLQJ UHWXUQV E\ LQYHVWLQJ FORVH WR KRPH 86$ 7RGD\ % 
%UHQQDQ 0LFKDHO - DQG &DR + +HQU\  ,QWHUQDWLRQDO SRUWIROLR LQYHVWPHQW oRZV -RXUQDO RI
)LQDQFH  
&DUKDUW 0DUN 0  2Q SHUVLVWHQFH LQ PXWXDO IXQG SHUIRUPDQFH -RXUQDO RI )LQDQFH  
&KHYDOLHU -XGLWK DQG *OHQQ (OOLVRQ  5LVNWDNLQJ E\ PXWXDO IXQGV DV D UHVSRQVH WR LQFHQWLYHV
-RXUQDO RI 3ROLWLFDO (FRQRP\  
&KHYDOLHU -XGLWK DQG *OHQQ (OOLVRQ  $UH VRPH PXWXDO IXQG PDQDJHUV EHWWHU WKDQ RWKHUV"
&URVVVHFWLRQDO SDWWHUQV LQ EHKDYLRU DQG SHUIRUPDQFH -RXUQDO RI )LQDQFH  
&KULVWLH :LOOLDP * DQG 3DXO 6FKXOW]  :K\ GR 1$6'$4 PDUNHW PDNHUV DYRLG RGGHLJKWK
TXRWHV" -RXUQDO RI )LQDQFH  
&RYDO -RVKXD '  ,QWHUQDWLRQDO FDSLWDO oRZV ZKHQ LQYHVWRUV KDYH ORFDO LQIRUPDWLRQ :RUNLQJ
SDSHU 8QLYHUVLW\ RI 0LFKLJDQ %XVLQHVV 6FKRRO $QQ $UERU 0,
&RYDO -RVKXD ' DQG 7RELDV - 0RVNRZLW] D +RPH ELDV DW KRPH /RFDO HTXLW\ SUHIHUHQFH LQ
GRPHVWLF SRUWIROLRV IRUWKFRPLQJ -RXUQDO RI )LQDQFH
&RYDO -RVKXD ' DQG 7RELDV - 0RVNRZLW] E 2Q WKH VHOHFWLRQ RI IXQG PDQDJHUV E\ LQVWLWXWLRQDO
LQYHVWRUV :RUNLQJ SDSHU 8QLYHUVLW\ RI 0LFKLJDQ
'DQLHO .HQW DQG 6KHULGDQ 7LWPDQ  (YLGHQFH RQ WKH FKDUDFWHULVWLFV RI FURVVVHFWLRQDO YDULDWLRQ
LQ FRPPRQ VWRFN UHWXUQV -RXUQDO RI )LQDQFH  
'DQLHO .HQW 'DYLG +LUVKOHLIHU DQG $YDQLGKDU 6XEUDKPDQ\DP  $ WKHRU\ RI RYHUFRQnGHQFH
VHOIDWWULEXWLRQ DQG VHFXULW\ PDUNHW XQGHU DQG RYHUUHDFWLRQV -RXUQDO RI )LQDQFH  
'DQLHO .HQW 'DYLG +LUVKOHLIHU DQG $YDQLGKDU 6XEUDKPDQ\DP  ,QYHVWRU 2YHUFRQnGHQFH
&RYDULDQFH 5LVN DQG 3UHGLFWRUV RI 6HFXULW\ 5HWXUQV :RUNLQJ SDSHU 1RUWKZHVWHUQ 8QLYHUVLW\
'DQLHO .HQW 0DUN *ULQEODWW 6KHULGDQ 7LWPDQ DQG 5XVVHOO :HUPHUV  0HDVXULQJ PXWXDO
IXQG SHUIRUPDQFH ZLWK FKDUDFWHULVWLFEDVHG EHQFKPDUNV -RXUQDO RI )LQDQFH  
'H%RQGW :HUQHU )0 DQG 5LFKDUG 7KDOHU  'RHV WKH VWRFN PDUNHW RYHUUHDFW" -RXUQDO RI
)LQDQFH  
)DONHQVWHLQ (ULF *  3UHIHUHQFHV IRU VWRFN FKDUDFWHULVWLFV DV UHYHDOHG E\ PXWXDO IXQG KROGLQJV
-RXUQDO RI )LQDQFH  
)DPD (XJHQH ) DQG -DPHV 0DF%HWK  5LVN UHWXUQ DQG HTXLOLEULXP (PSLULFDO WHVWV -RXUQDO
RI 3ROLWLFDO (FRQRP\  
)DPD (XJHQH ) DQG .HQQHWK 5 )UHQFK  7KH FURVVVHFWLRQ RI H[SHFWHG VWRFN UHWXUQV -RXUQDO
RI )LQDQFH  
)DPD (XJHQH ) DQG .HQQHWK 5 )UHQFK  &RPPRQ ULVN IDFWRUV LQ WKH UHWXUQV RQ VWRFNV DQG
ERQGV -RXUQDO RI )LQDQFLDO (FRQRPLFV  
)DPD (XJHQH ) DQG .HQQHWK 5 )UHQFK  0XOWLIDFWRU H[SODQDWLRQV RI DVVHW SULFLQJ DQRPDOLHV
-RXUQDO RI )LQDQFH  
)UHQFK .HQQHWK 5 DQG -DPHV 0 3RWHUED  ,QYHVWRU GLYHUVLnFDWLRQ DQG LQWHUQDWLRQDO HTXLW\
PDUNHWV $PHULFDQ (FRQRPLF 5HYLHZ  
*HUYDLV 6LPRQ DQG 7HUUDQFH 2GHDQ  /HDUQLQJ WR EH 2YHUFRQnGHQW :RUNLQJ SDSHU :KDUWRQ
6FKRRO
*ORVWHQ /DUU\ DQG 3DXO 0LOJURP  %LG DVN DQG WUDQVDFWLRQV SULFHV LQ D VSHFLDOLVW PDUNHW
ZLWK KHWHURJHQHRXVO\ LQIRUPHG WUDGHUV -RXUQDO RI )LQDQFLDO (FRQRPLFV  
*ULQEODWW 0DUN 6KHULGDQ 7LWPDQ DQG 5XVV :HUPHUV  0RPHQWXP LQYHVWPHQW VWUDWHJLHV
SRUWIROLR SHUIRUPDQFH DQG KHUGLQJ $ VWXG\ RI PXWXDO IXQG EHKDYLRU $PHULFDQ (FRQRPLF 5HYLHZ
 
*URVVPDQ 6DQIRUG  2Q WKH HpFLHQF\ RI FRPSHWLWLYH VWRFN PDUNHWV ZKHUH WUDGHUV KDYH GLYHUVH
LQIRUPDWLRQ -RXUQDO RI )LQDQFH  
*URVVPDQ 6DQIRUG DQG -RVHSK 6WLJOLW]  2Q WKH LPSRVVLELOLW\ RI LQIRUPDWLRQDOO\ HpFLHQW PDU
NHWV $PHULFDQ (FRQRPLF 5HYLHZ  
+HOOZLJ 0DUWLQ  2Q WKH DJJUHJDWLRQ RI LQIRUPDWLRQ LQ FRPSHWLWLYH PDUNHWV -RXUQDO RI (FR
QRPLF 7KHRU\  
+XEHUPDQ *XU  )DPLOLDULW\ EUHHGV LQYHVWPHQW :RUNLQJ 3DSHU &ROXPELD %XVLQHVV 6FKRRO
-DmH $GDP % 0DQXHO 7UDMWHQEHUJ DQG 5HEHFFD +HQGHUVRQ  *HRJUDSKLF ORFDOL]DWLRQ RI
NQRZOHGJH VSLOORYHUV DV HYLGHQFHG E\ SDWHQW FLWDWLRQV 4XDUWHUO\ -RXUQDO RI (FRQRPLFV  
-HJDGHHVK 1DUDVLPKDQ DQG 6KHULGDQ 7LWPDQ  5HWXUQV WR EX\LQJ ZLQQHUV DQG VHOOLQJ ORVHUV
,PSOLFDWLRQV IRU VWRFN PDUNHW HpFLHQF\ -RXUQDO RI )LQDQFH  
-RQHV &KDUOHV DQG 6WHYH / 6OH]DN  7KH 7KHRUHWLFDO LPSOLFDWLRQV RI DV\PPHWULF LQIRUPDWLRQ
RQ WKH G\QDPLF DQG FURVVVHFWLRQDO FKDUDFWHULVWLFV RI DVVHW UHWXUQV :RUNLQJ 3DSHU 81& &KDSHO
+LOO
.DQJ -XQ.RR DQG 5HQu H 0 6WXO]  :K\ LV WKHUH D KRPH ELDV" $Q DQDO\VLV RI IRUHLJQ SRUWIROLR
HTXLW\ RZQHUVKLS LQ -DSDQ -RXUQDO RI )LQDQFLDO (FRQRPLFV  
.HLP 'RQDOG %  6L]H UHODWHG DQRPDOLHV DQG VWRFN UHWXUQ VHDVRQDOLW\ )XUWKHU HYLGHQFH
-RXUQDO RI )LQDQFLDO (FRQRPLFV  
.UXJPDQ 3DXO  ,QFUHDVLQJ UHWXUQV DQG HFRQRPLF JHRJUDSK\ -RXUQDO RI 3ROLWLFDO (FRQRP\ 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'HVFULSWLYH 6WDWLVWLFV IRU 86 0XWXDO )XQGV
’HVFULSWLYH VWDWLVWLFV RQ WKH ￿￿￿￿￿ DFWLYH PXWXDO IXQGV ZKLFK SUHGRPLQDQWO\ KROG HTXLWLHV LQ RXU VDPSOH DUH UHSRUWHG EHORZ
RYHU WKH SHULRG -DQXDU\￿ ￿￿￿￿ WR ’HFHPEHU￿ ￿￿￿￿￿ 6WDWLVWLFV DUH FRPSXWHG IURP UHSRUWHG TXDUWHUO\ PXWXDO IXQG KROGLQJV
REWDLQHG IURP &’$￿ ZKLFK DUH WKHQ PDWFKHG ZLWK &563￿OLVWHG HTXLWLHV PHHWLQJ RXU GDWD UHTXLUHPHQWV￿
5HSRUWHG DUH WKH DYHUDJH QXPEHU RI IXQGV￿ DYHUDJH WRWDO YDOXH RI DVVHWV XQGHU PDQDJHPHQW￿ DYHUDJH QXPEHU RI &563￿OLVWHG
HTXLWLHV KHOG￿ DYHUDJH QXPEHU RI nUPV KHOG ZKLFK KDYH LVVXHG VWRFN IRU WKH nUVW WLPH ZLWKLQ WKH ODVW nYH \HDUV ￿QXPEHU RI
,32V KHOG￿￿ DYHUDJH DJH RI WKH IXQGV LQ TXDUWHUV￿ DYHUDJH SHUFHQWDJH WXUQRYHU RI WKH IXQGV ￿GHnQHG DV QXPEHU RI VKDUHV
ERXJKW RU VROG GLYLGHG E\ QXPEHU RI VKDUHV KHOG LQ WKH SUHYLRXV SHULRG￿￿ DQG WKH DYHUDJH VL]H ￿PDUNHW FDSLWDOL]DWLRQ￿ RI nUPV
KHOG E\ WKH IXQGV￿ $YHUDJHV DFURVV IXQGV DUH UHSRUWHG RYHU WKH HQWLUH VDPSOH SHULRG ￿￿￿￿￿￿￿￿￿￿￿￿ RYHU WKH SHULRG ￿￿￿￿￿￿￿￿￿￿
DQG RYHU WKH SHULRG ￿￿￿￿￿￿￿￿￿￿ $OVR UHSRUWHG DUH DYHUDJHV IRU DOO IXQGV H[FOXGLQJ WKRVH EDVHG LQ 1HZ <RUN FLW\ ￿GHnQHG
DV DQ\ IXQG ORFDWHG EH\RQG ￿￿￿ NLORPHWHUV RI GRZQWRZQ 0DQKDWWDQ￿￿ IRU IXQGV ZLWK VHOI￿UHSRUWHG LQYHVWPHQW REMHFWLYHV RI￿
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ORFDWHG LQ DQ\ FLW\ RWKHU WKDQ WKH ￿￿ ODUJHVW SRSXODWHG FLWLHV ￿?VPDOO FLW\￿ IXQGV￿￿ DQG IXQGV QRW ORFDWHG ZLWKLQ ￿￿￿ NLORPHWHUV
RI DQ\ RI WKH ￿￿ ODUJHVW SRSXODWHG FLWLHV ￿?UHPRWH FLW\￿ IXQGV￿￿
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/RFDO (TXLW\ 3UHIHUHQFH IRU 86 0XWXDO )XQGV
3DQHO $ UHSRUWV GHVFULSWLYH VWDWLVWLFV RQ WKH SURSHQVLW\ IRU RXU VDPSOH RI PXWXDO IXQGV WR LQYHVW LQ JHRJUDSKLFDOO\ SUR[LPDWH HTXLWLHV￿
)RU HDFK RI WKH FDWHJRULHV DQG VXESHULRGV UHSRUWHG LQ 7DEOH ￿￿ WKH DYHUDJH GLVWDQFH EHWZHHQ D IXQG DQG LWV KROGLQJV￿ DYHUDJH GLVWDQFH
EHWZHHQ D IXQG DQG DOO VWRFNV KHOG E\ DW OHDVW RQH PXWXDO IXQG LQ HDFK SDUWLFXODU FDWHJRU\￿ DQG WKH GLmHUHQFH EHWZHHQ WKHVH PHDVXUHV
￿/%￿ LQ NLORPHWHUV DUH FRPSXWHG IRU HDFK IXQG DQG WKHQ DYHUDJHG DFURVV DOO IXQGV ￿YDOXH￿ZHLJKWHG E\ WRWDO DVVHW YDOXH￿ DQG UHSRUWHG
EHORZ￿ DORQJ ZLWK W￿VWDWLVWLFV LQ SDUHQWKHVHV￿ 7KUHH PHDVXUHV RI WKH DYHUDJH GLVWDQFH EHWZHHQ D IXQG DQG DOO VHFXULWLHV KHOG E\ DOO
RWKHU IXQGV LQ D SDUWLFXODU FDWHJRU\ DUH FRPSXWHG E\ DJJUHJDWLQJ WKH DFWXDO SRUWIROLR ZHLJKWV DSSOLHG E\ DOO IXQGV ￿?$: 0DUNHW￿￿￿
HTXDO￿ZHLJKWLQJ ￿?(: 0DUNHW￿￿￿ DQG YDOXH￿ZHLJKWLQJ ￿?9: 0DUNHW￿￿ WKH VHFXULWLHV KHOG E\ DOO IXQGV LQ D SDUWLFXODU FDWHJRU\￿
3DQHO % FRPSDUHV WKH DYHUDJH IUDFWLRQ RI DFWXDO IXQG LQYHVWPHQW ORFDOO\ ￿GHnQHG DV DQ\ LQYHVWPHQW ZLWKLQ ￿￿￿ RI WKH DJJUHJDWH ZHLJKWHG
PDUNHW ￿$: PDUNHW￿ GLVWDQFH IURP WKH IXQG￿ WR WKH IUDFWLRQ RI WRWDO PDUNHW FDSLWDOL]DWLRQ WKDW H[LVWV ZLWKLQ WKH IXQG￿V ORFDO DUHD￿ 7KH
GLmHUHQFH EHWZHHQ WKHVH WZR PHDVXUHV DUH UHSRUWHG￿ DORQJ ZLWK D W￿VWDWLVWLF LQ SDUHQWKHVHV￿
3DQHO $￿ $YHUDJH ’LVWDQFHV ￿LQ NP￿ 3DQHO %￿ ￿ /RFDOO\
+ROGLQJV $: 0DUNHW /% (: 0DUNHW /% 9: 0DUNHW /% +ROGLQJV 0DUNHW ’Lm￿
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7DEOH 
/RFDO (TXLW\ 3UHIHUHQFH $FURVV )XQG $WWULEXWHV
’HVFULSWLYH VWDWLVWLFV RQ WKH SURSHQVLW\ IRU RXU VDPSOH RI PXWXDO IXQGV WR LQYHVW LQ JHRJUDSK￿
LFDOO\ SUR[LPDWH HTXLWLHV DUH UHSRUWHG EHORZ￿ 0XWXDO IXQGV DUH VRUWHG LQWR TXLQWLOHV DFFRUGLQJ
WR WRWDO DVVHW YDOXH￿ QXPEHU RI KROGLQJV￿ DJH￿ QXPEHU RI ,32V KHOG￿ WXUQRYHU￿ DQG IXQG ORFDO
ELDV ￿DV PHDVXUHG E\ HTXDWLRQ ￿￿￿ XVLQJ WKH DJJUHJDWH￿ZHLJKWHG PDUNHW EHQFKPDUN￿￿ 7KH
DYHUDJH GLVWDQFH DQG ￿￿￿ WKUHVKROG￿EDVHG ORFDO ELDV PHDVXUHV IRU WKH ORZHVW DQG KLJKHVW
TXLQWLOHV RI HDFK DWWULEXWH VRUW DUH UHSRUWHG￿ )RU HDFK RI WKH TXLQWLOHV￿ WKH DYHUDJH GLVWDQFH
EHWZHHQ D IXQG DQG LWV KROGLQJV￿ DYHUDJH GLVWDQFH EHWZHHQ D IXQG DQG DOO VWRFNV KHOG E\ DW
OHDVW RQH PXWXDO IXQG LQ HDFK SDUWLFXODU FDWHJRU\￿ DQG WKH GLmHUHQFH EHWZHHQ WKHVH PHDVXUHV
DUH UHSRUWHG￿ DORQJ ZLWK W￿VWDWLVWLFV LQ SDUHQWKHVHV￿ 7KH nQDO WKUHH FROXPQV UHSRUW WKH DYHU￿
DJH IUDFWLRQ RI DFWXDO IXQG LQYHVWPHQW ORFDOO\ ￿GHnQHG DV DQ\ LQYHVWPHQW ZLWKLQ ￿￿￿ RI WKH
DJJUHJDWH ZHLJKWHG PDUNHW ￿$: PDUNHW￿ GLVWDQFH IURP WKH IXQG￿￿ WKH IUDFWLRQ RI WRWDO PDUNHW
FDSLWDOL]DWLRQ WKDW H[LVWV ZLWKLQ WKH IXQG￿V ORFDO DUHD￿ DQG WKH GLmHUHQFH EHWZHHQ WKHVH￿ DORQJ
ZLWK W￿VWDWLVWLFV LQ SDUHQWKHVHV￿
$YHUDJH 'LVWDQFHV LQ NP  /RFDOO\
+ROGLQJV $: 0DUNHW /% +ROGLQJV 0DUNHW 'Lm
)XQG 6L]H WRWDO DVVHW YDOXH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$JH RI )XQG
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7DEOH 
/RFDO (TXLW\ 3UHIHUHQFH $FURVV )XQG DQG 6WRFN $WWULEXWHV
)DPD0DF%HWK &URVV6HFWLRQDO +ROGLQJV/HYHO 5HJUHVVLRQV
&URVV￿VHFWLRQDO UHJUHVVLRQV DUH UXQ HYHU\ TXDUWHU RYHU WKH SHULRG -DQXDU\￿ ￿￿￿￿ WR ’HFHPEHU￿ ￿￿￿￿ RQ WKH XQLYHUVH RI PXWXDO
IXQG KROGLQJV￿ ZKHUH WKH WLPH￿VHULHV DYHUDJH RI WKHVH FRHpFLHQWV DUH UHSRUWHG EHORZ￿ DORQJ ZLWK WKHLU WLPH￿VHULHV W￿VWDWLVWLFV
￿LQ SDUHQWKHVHV￿ LQ WKH VW\OH RI )DPD DQG 0DF%HWK ￿￿￿￿￿￿￿
7KH GHSHQGHQW YDULDEOH LV WKH SHUFHQW ￿RU VFDOHG￿ ORFDO ELDV RI HDFK IXQG KROGLQJ￿ )RU IXQG L KROGLQJ nUP M WKLV LV WKH
GLmHUHQFH EHWZHHQ WKH DYHUDJH GLVWDQFH IXQG L LV IURP DOO DYDLODEOH VHFXULWLHV ￿G0
L￿W￿ PLQXV WKH GLVWDQFH IXQG L LV IURP VHFXULW\
M ￿GLM￿W￿￿ GLYLGHG E\ G0
L￿W DW WLPH W￿ 7KH FURVV￿VHFWLRQ RI ORFDO ELDV PHDVXUHV LV UHJUHVVHG RQ D FRQVWDQW ￿QRW UHSRUWHG￿ DQG
D VHW RI PXWXDO IXQG DWWULEXWHV￿ ORJ RI IXQG WRWDO DVVHW YDOXH￿ QXPEHU RI IXQG KROGLQJV￿ DJH RI IXQG￿ D VPDOO FLW\ GXPP\
￿LQGLFDWLQJ LI WKH IXQG LV ORFDWHG RXWVLGH RQH RI WKH ￿￿ ODUJHVW SRSXODWHG FLWLHV￿￿ DQG D UHPRWH FLW\ GXPP\ ￿LQGLFDWLQJ LI WKH
IXQG LV ORFDWHG RXWVLGH RI ￿￿￿ NLORPHWHUV RI DQ\ RI WKH ￿￿ ODUJHVW SRSXODWHG FLWLHV￿￿ SOXV D VHW RI VWRFN DWWULEXWHV￿ ORJ RI VL]H
￿PDUNHW FDSLWDOL]DWLRQ￿￿ ERRN￿WR￿PDUNHW￿HTXLW\ ￿%(￿0(￿￿ SDVW RQH￿PRQWK UHWXUQ ￿UHWb￿￿b￿￿￿ SDVW UHWXUQ IURP Wb￿￿ WR Wb￿
￿UHWb￿￿￿b￿￿￿ SDVW UHWXUQ IURP W b ￿￿ WR W b ￿￿ ￿UHWb￿￿￿b￿￿￿￿ SDVW LQGXVWU\ UHWXUQ WR ZKLFK HDFK VWRFN EHORQJV IURP W b ￿￿ WR
Wb￿￿ LQGb￿￿￿￿￿￿￿ SDVW UHJLRQ UHWXUQ WR ZKLFK HDFK VWRFN EHORQJV IURP Wb￿￿ WR Wb￿￿ UHJb￿￿￿b￿￿￿ DQ ,32 GXPP\ ￿LQGLFDWLQJ
ZKHWKHU WKH nUP LVVXHG VKDUHV IRU WKH nUVW WLPH ZLWKLQ WKH ODVW nYH \HDUV￿￿ D 1$6’$4 GXPP\ ￿LQGLFDWLQJ ZKHWKHU WKH nUP
WUDGHV RQ WKH 1$6’$4￿106￿￿ DQG WKH VWDQGDUG GHYLDWLRQ RI WKH VWRFN￿V UHWXUQ RYHU WKH ODVW \HDU￿
OQDVVHWV  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￿VLJQLnFDQW DW WKH ￿￿ FULWLFDO OHYHO￿ ￿￿VLJQLnFDQW DW WKH ￿￿ FULWLFDO OHYHO
7DEOH 
'LmHUHQFHV LQ 3HUIRUPDQFH RI /RFDO DQG 'LVWDQW )XQG 3RUWLRQV $QQXDOL]HG 5HWXUQV
7KH GLmHUHQFH LQ DYHUDJH PRQWKO\ UHWXUQV EHWZHHQ ORFDO DQG GLVWDQW SRUWLRQV RI D IXQG DUH UHSRUWHG EHORZ IRU YDULRXV IXQG FDWHJRULHV
RYHU WKH -DQXDU\￿ ￿￿￿￿ WR ’HFHPEHU￿ ￿￿￿￿ WLPH SHULRG￿ (YHU\ TXDUWHU HDFK IXQG LV VSOLW LQWR D CORFDO￿ SRUWLRQ ￿GHnQHG DV DQ\ KROGLQJ
ORFDWHG DW OHDVW ￿￿￿ FORVHU WR WKH IXQG WKDQ WKH DYHUDJH GLVWDQFH WKH IXQG LV IURP DOO DYDLODEOH VHFXULWLHV￿ DQG D GLVWDQW SRUWLRQ￿ +ROGLQJV
ZLWKLQ ERWK WKH ORFDO DQG GLVWDQW SRUWLRQV RI IXQGV DUH UHVFDOHG WR VXP WR RQH￿ 7KH DYHUDJH DQQXDOL]HG UHWXUQ DQG 6KDUSH UDWLR ￿LQ
EUDFNHWV￿ WR ERWK RI WKHVH SRUWIROLRV DUH FRPSXWHG IRU HDFK IXQG HYHU\ PRQWK DQG WKHQ DYHUDJHG DFURVV DOO IXQGV ￿YDOXH￿ZHLJKWHG E\
WRWDO DVVHW YDOXH￿ DQG UHSRUWHG EHORZ￿ DORQJ ZLWK WKH DYHUDJH GLmHUHQFH EHWZHHQ WKH ORFDO DQG GLVWDQW SRUWLRQV RI IXQGV ￿W￿VWDWLVWLF LQ
SDUHQWKHVHV￿￿ %RWK UDZ H[FHVV UHWXUQV ￿L￿H￿￿ LQ H[FHVV RI WKH WKUHH PRQWK 7UHDVXU\ %LOO UDWH￿ DQG ’*7:￿DGMXVWHG UHWXUQV ￿L￿H￿￿ DGMXVWHG
IRU VL]H￿ ERRN￿WR￿PDUNHW￿ DQG PRPHQWXP￿ DUH UHSRUWHG￿ 7KH WDEOH DOVR UHSRUWV WKH ’*7:￿UHWXUQ GLmHUHQFH EHWZHHQ ORFDO DQG GLVWDQW
SRUWLRQV RI IXQGV H[FOXGLQJ LQYHVWPHQW LQ ,32V￿ DQG IXUWKHU DGMXVWLQJ WKH UHWXUQV RI HDFK KROGLQJ IRU UHJLRQDO HmHFWV￿ )LQDOO\￿ WKH ODVW
WZR FROXPQV RI WKH WDEOH UHSRUW WKH YDOXH￿ZHLJKWHG ’*7:￿DGMXVWHG UHWXUQ RI ORFDO VWRFNV QRW EHLQJ KHOG E\ ORFDO IXQGV ￿6KDUSH UDWLR LQ
EUDFNHWV￿￿ DQG WKH GLmHUHQFH EHWZHHQ WKH SHUIRUPDQFH RI WKHVH nUPV DQG WKH ORFDO VWRFNV DFWXDOO\ EHLQJ KHOG E\ ORFDO IXQGV ￿W￿VWDWLVWLF
LQ SDUHQWKHVHV￿￿ :H UHSRUW VWDWLVWLFV RYHU WKH ZKROH VDPSOH SHULRG￿ IURP ￿￿￿￿ WR ￿￿￿￿￿ IURP ￿￿￿￿ WR ￿￿￿￿￿ IRU HDFK LQYHVWPHQW REMHFWLYH￿
IRU ODUJH￿ VPDOO￿ DQG UHPRWH FLW\ DUHDV￿ DQG IRU WKH ORZHVW DQG KLJKHVW TXLQWLOH RI IXQGV ￿4￿ DQG 4￿￿ UHVSHFWLYHO\￿ EDVHG RQ IXQG VL]H
￿WRWDO DVVHW YDOXH￿￿ QXPEHU RI KROGLQJV￿ DJH￿ QXPEHU RI ,32V KHOG￿ IXQG WXUQRYHU￿ DQG IXQG ORFDO ELDV￿
5DZ ([FHVV 5HWXUQV ’*7: $GMXVWHG 5HWXUQV
([￿ ,32V 5HJLRQ /RFDO
a 5/ a 5’ a 5/ b a 5’ a 5/ a 5’ a 5/ b a 5’ a 5/ b a 5’ a 5/ b a 5’ 1RW +HOG a 5/ b a 5/￿1+
￿￿￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
￿￿￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
￿￿￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
)XQG 2EMHFWLYH
$* ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
* ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
*￿, ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
,QW￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ >￿￿￿￿@ ￿￿￿￿￿￿
%DO￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
2WKHU ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
0HWURSROLWDQ $UHD
/DUJH ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
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5DZ ([FHVV 5HWXUQV ’*7: $GMXVWHG 5HWXUQV
([￿ ,32V 5HJLRQ /RFDO
a 5/ a 5’ a 5/ b a 5’ a 5/ a 5’ a 5/ b a 5’ a 5/ b a 5’ a 5/ b a 5’ 1RW +HOG a 5/ b a 5/￿1+
)XQG 6L]H ￿WRWDO DVVHW YDOXH￿
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4￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
KLJK >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
1XPEHU RI )XQG +ROGLQJV
4￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
4￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
$JH RI )XQG
4￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
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4￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿
>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
1XPEHU RI ,32V +HOG E\ )XQGV
4￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿
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>￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ >￿￿￿￿@ >￿￿￿￿@ ￿￿￿￿￿￿ ￿￿￿￿￿￿ ￿￿￿￿￿￿ >￿￿￿￿￿@ ￿￿￿￿￿￿
)XQG 7XUQRYHU
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)XQG /RFDO %LDV
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7DEOH 
7KH ,PSDFW RI /RFDO ,QYHVWPHQW RQ WKH &URVV6HFWLRQ RI ([SHFWHG 5HWXUQV
)DPD0DF%HWK &URVV6HFWLRQDO ,QGLYLGXDO 6WRFN/HYHO 5HJUHVVLRQV
)DPD DQG 0DF%HWK ￿￿￿￿￿￿ FURVV￿VHFWLRQDO UHJUHVVLRQV DUH UXQ HYHU\ PRQWK RQ WKH XQLYHUVH RI LQGLYLGXDO VWRFNV KHOG E\ DW OHDVW
RQH PXWXDO IXQG LQ RXU VDPSOH RYH WKH SHULRG -DQXDU\ ￿￿￿￿ WR ’HFHPEHU￿ ￿￿￿￿￿ 6SHFLnFDOO\￿ WKH FURVV￿VHFWLRQ RI VWRFN UHWXUQV
DW WLPH W DUH UHJUHVVHG RQ D FRQVWDQW ￿QRW UHSRUWHG￿ DQG D KRVW RI nUP FKDUDFWHULVWLFV￿ VL]H ￿ORJ RI PDUNHW FDSLWDOL]DWLRQ
DW W b ￿￿￿ %(￿0(￿ VHYHUDO LQGLYLGXDO DQG LQGXVWU\ SDVW UHWXUQ YDULDEOHV￿ WKH SDVW \HDU UHWXUQ RI WKH UHJLRQ LQ ZKLFK HDFK
VWRFN LV KHDGTXDUWHUHG￿ DQG D UHPRWH FLW\ GXPP\ ￿LQGLFDWLQJ ZKHWKHU WKH VWRFN￿V KHDGTXDUWHU￿V LV RXWVLGH RI ￿￿￿ NLORPHWHUV
RI DQ\ RI WKH ￿￿ ODUJHVW SRSXODWHG FLWLHV￿￿ 7KH VHFRQG UHJUHVVLRQ DGGV D ORFDO RZQHUVKLS YDULDEOH WR WKHVH UHJUHVVRUV￿ 7KH
ORFDO RZQHUVKLS PHDVXUH￿ /2￿ LV WKH GLmHUHQFH EHWZHHQ WKH DYHUDJH GLVWDQFH nUP M LV IURP WKH PXWXDO IXQGV WKDW DFWXDOO\
KROG LW DW WLPH W ￿GM￿ DQG WKH GLVWDQFH nUP M LV IURP DOO PXWXDO IXQGV ￿GP







￿￿ 7KH WKLUG UHJUHVVLRQ UHSODFHV /2 ZLWK WKH SHUFHQWDJH UDQN RI /2￿ DQG WKH IRXUWK UHJUHVVLRQ UHSODFHV /2
ZLWK WZR GXPP\ YDULDEOHV￿ WKH nUVW GXPP\ ￿/’ORZ￿ DVVLJQV D RQH WR nUPV LQ WKH ERWWRP TXLQWLOH RI ORFDO RZQHUVKLS ￿DQG
]HUR RWKHUZLVH￿￿ DQG WKH VHFRQG GXPP\ ￿/’PLG￿ DVVLJQV D RQH WR nUPV LQ WKH PLGGOH WKUHH TXLQWLOHV RI ORFDO RZQHUVKLS￿
7LPH￿VHULHV DYHUDJH FRHpFLHQWV DQG W￿VWDWLVWLFV ￿LQ SDUHQWKHVHV￿ DUH UHSRUWHG EHORZ￿
'HSHQGHQW 9DULDEOH &URVV6HFWLRQ RI 6WRFN 5HWXUQV
VL]H %(0( UHWb￿￿b￿ UHWb￿￿￿b￿ UHWb￿￿￿b￿￿ LQGb￿￿￿b￿ UHJb￿￿￿b￿ UHPRWH
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7DEOH 
/RFDOO\ 2ZQHG 6RUWHG 3RUWIROLRV
0RQWKO\ 5HWXUQV
$YHUDJH PRQWKO\ UHWXUQV RQ SRUWIROLRV VRUWHG E\ ORFDO RZQHUVKLS DUH UHSRUWHG RYHU WKH -DQXDU\￿ ￿￿￿￿ WR
’HFHPEHU￿ ￿￿￿￿ WLPH SHULRG￿ (YHU\ PRQWK ZH VRUW VWRFNV LQWR TXLQWLOHV EDVHG RQ /2 IURP WKH SUHYLRXV
TXDUWHU￿ ZKLFK LV WKH GLmHUHQFH EHWZHHQ WKH DYHUDJH GLVWDQFH nUP M LV IURP WKH PXWXDO IXQGV WKDW DFWXDOO\
KROG LW ￿GM￿ DQG WKH GLVWDQFH nUP M LV IURP DOO PXWXDO IXQGV ￿GP
M ￿￿ VFDOHG E\ WKH VWDQGDUG GHYLDWLRQ RI GP
M





￿￿ 7KH YDOXH￿ZHLJKWHG DYHUDJH UHWXUQ RI WKH TXLQWLOH SRUWIROLRV DUH FRPSXWHG HYHU\
PRQWK DQG WLPH￿VHULHV DYHUDJHV DQG W￿VWDWLVWLFV ￿LQ SDUHQWKHVHV￿ DUH UHSRUWHG IRU WKH KLJKHVW DQG ORZHVW
/2 TXLQWLOH SRUWIROLRV ￿/2￿ DQG /2￿￿ UHVSHFWLYHO\￿￿ DV ZHOO DV WKH GLmHUHQFH EHWZHHQ WKHP ￿/2￿ b ￿￿￿
:H DOVR UHSRUW WKH ’*7:￿DGMXVWHG YDOXH￿ZHLJKWHG UHWXUQV RI WKH KLJKHVW PLQXV ORZHVW /2 TXLQWLOH
SRUWIROLR ￿/2￿ b ￿￿ DQG UHSRUW WKH -HQVHQ￿V m IURP D UHJUHVVLRQ RI WKLV SRUWIROLR UHWXUQ RQ WKH &DUKDUW
￿￿￿￿￿￿ IRXU IDFWRU PRGHO￿ ,Q DGGLWLRQ￿ ZH SHUIRUP GRXEOH VRUWV RQ VL]H ￿PDUNHW FDSLWDOL]DWLRQ￿￿ IUDFWLRQ
RI RXWVWDQGLQJ VKDUHV KHOG E\ PXWXDO IXQGV￿ DQG %(￿0(￿ ZKHUH ZH nUVW VRUW VWRFNV LQWR VL]H WUHWLOHV￿ DQG
WKHQ VRUW VWRFNV ZLWKLQ HDFK WUHWLOH LQWR TXLQWLOHV EDVHG RQ /2￿ :H UHSHDW WKLV SURFHGXUH IRU IUDFWLRQ RI
HTXLW\ KHOG E\ PXWXDO IXQGV ￿GHnQHG IRU nUP M DV WKH QXPEHU RI VKDUHV RI VWRFN M KHOG E\ DOO PXWXDO
IXQGV GLYLGHG E\ WKH QXPEHU RI VKDUHV RXWVWDQGLQJ RI nUP M￿￿ DV ZHOO DV %(￿0(￿
5DZ 5HWXUQV '*7: 5HWXUQV IDFWRU m
/2 /2 /2 b  /2 b  /2 b 
8QFRQGLWLRQDO     
    
6L]H
VPDOO     
    
PHGLXP     
    
ODUJH     
    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7DEOH 
$EQRUPDO 7XUQRYHU $FURVV )XQG DQG 6WRFN $WWULEXWHV
)DPD0DF%HWK &URVV6HFWLRQDO +ROGLQJV/HYHO 5HJUHVVLRQV
&URVV￿VHFWLRQDO UHJUHVVLRQV RI WKH DEQRUPDO WXUQRYHU RI D KROGLQJ RQ D KRVW RI IXQG DQG VWRFN DWWULEXWHV DUH FRQGXFWHG RYHU
WKH SHULRG -DQXDU\￿ ￿￿￿￿ WR ’HFHPEHU￿ ￿￿￿￿￿ 7KH GHSHQGHQW YDULDEOH LV WKH DEQRUPDO WXUQRYHU RI HDFK KROGLQJ￿ )RU IXQG
L KROGLQJ nUP M￿ WKLV LV GHnQHG DV WKH QXPEHU RI VKDUHV ERXJKW RU VROG LQ nUP M GLYLGHG E\ WKH QXPEHU RI VKDUHV KHOG LQ
WKH SUHYLRXV TXDUWHU E\ IXQG L LQ nUP M￿ PLQXV WKH H[SHFWHG YDOXH RI WXUQRYHU LQ nUP M￿ 7KH H[SHFWHG YDOXH RI WXUQRYHU
LQ nUP M LV DSSUR[LPDWHG E\ WKH DYHUDJH GDLO\ WUDGLQJ YROXPH LQ nUP M RYHU WKH ODVW \HDU￿ 7KH FURVV￿VHFWLRQ RI DEQRUPDO
WXUQRYHU PHDVXUHV DUH UHJUHVVHG RQ D FRQVWDQW ￿QRW UHSRUWHG￿￿ WKH VDPH IXQG DQG VWRFN DWWULEXWHV IURP 7DEOH ￿ SOXV WKH
SHUFHQW ORFDO ELDV PHDVXUH IURP HTXDWLRQ ￿￿￿￿ 7KH FRHpFLHQWV IURP WKHVH UHJUHVVLRQV DUH DYHUDJH RYHU WLPH LQ WKH VW\OH RI
)DPD DQG 0DF%HWK ￿￿￿￿￿￿ DQG UHSRUWHG EHORZ DORQJ ZLWK WKHLU WLPH￿VHULHV W￿VWDWLVWLFV ￿LQ SDUHQWKHVHV￿￿
OQDVVHWV 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￿VLJQLnFDQW DW WKH ￿￿ FULWLFDO OHYHO￿ ￿￿VLJQLnFDQW DW WKH ￿￿ FULWLFDO OHYHO
7DEOH 
7KH ,PSDFW RI /RFDO ,QYHVWPHQW RQ 0XWXDO )XQG +HUGLQJ
)DPD0DF%HWK &URVV6HFWLRQDO ,QGLYLGXDO 6WRFN/HYHO 5HJUHVVLRQV
)DPD DQG 0DF%HWK ￿￿￿￿￿￿ FURVV￿VHFWLRQDO UHJUHVVLRQV DUH UXQ HYHU\ PRQWK RQ WKH XQLYHUVH RI LQGLYLGXDO VWRFNV KHOG E\ DW
OHDVW RQH RI RXU VDPSOH RI PXWXDO IXQGV RYHU WKH SHULRG -DQXDU\￿ ￿￿￿￿ WR ’HFHPEHU￿ ￿￿￿￿￿ 6SHFLnFDOO\￿ WKH FURVV￿VHFWLRQ RI
VWRFN KHUGLQJ PHDVXUHV DW WLPH W DUH UHJUHVVHG RQ D FRQVWDQW ￿QRW UHSRUWHG￿ DQG D KRVW RI nUP FKDUDFWHULVWLFV￿ VL]H ￿ORJ RI
PDUNHW FDSLWDOL]DWLRQ DW W b ￿￿￿ %(￿0(￿ VHYHUDO LQGLYLGXDO DQG LQGXVWU\ SDVW UHWXUQ YDULDEOHV￿ WKH SDVW \HDU UHWXUQ RI WKH
UHJLRQ LQ ZKLFK HDFK VWRFN LV KHDGTXDUWHUHG￿ D UHPRWH FLW\ GXPP\ ￿LQGLFDWLQJ ZKHWKHU WKH VWRFN￿V KHDGTXDUWHU￿V LV RXWVLGH
RI ￿￿￿ NLORPHWHUV RI DQ\ RI WKH ￿￿ ODUJHVW SRSXODWHG FLWLHV￿￿ DQG WKH ORFDO RZQHUVKLS YDULDEOH /2￿ 7KH GHSHQGHQW YDULDEOH
LV WKH FURVV￿VHFWLRQ RI KHUGLQJ PHDVXUHV￿ +0M￿W￿ GHnQHG DV WKH DEVROXWH YDOXH RI WKH SURSRUWLRQ RI DOO IXQGV WUDGLQJ VWRFN M
WKDW DUH EX\HUV PLQXV WKH SURSRUWLRQ RI WRWDO EX\V WR WRWDO WUDGHV LQ DOO VWRFNV DFURVV DOO IXQGV DW WLPH W￿ 7KH WLPH￿VHULHV
DYHUDJH RI WKH UHJUHVVLRQ FRHpFLHQWV DUH UHSRUWHG EHORZ￿ DORQJ ZLWK WKHLU WLPH￿VHULHV W￿VWDWLVWLFV ￿LQ SDUHQWKHVHV￿￿
'HSHQGHQW 9DULDEOH &URVV6HFWLRQ RI 6WRFN +HUGLQJ 0HDVXUHV
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